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THE CONTROLLER BELONGS 
ON THE MARKETING TEAM 
Thomas J. McGann 


MUST TAX ACCOUNTING FLY IN THE FACE OF 
ACCEPTED ACCOUNTING PRINCIPLES? 


M. J. Sporrer 








ne sf oe ee ee A Be | 











OEGURITY 15 NO ACCIDENT 


The dependability of one of the world’s largest prestige insurance organizations is one of the reasons 


why Kemper Insurance companies are chosen by many of the nation’s top insurance buyers 


for Workmen’s Compensation, Boiler and Machinery, Fire and other important lines of insurance. 


Join these others who have found that — you compliment yourself when you buy Kemper Insurance. 


Although we sell only through agents and brokers, we will be glad to give you 


full information through our special field representatives. Write to: 





LUMBERMENS MUTUAL CASUALTY COMPANY 
AMERICAN MOTORISTS INSURANCE COMPANY KE M PE bh 
FIDELITY LIFE ASSOCIATION (A Mutual Legal Reserve Company) INSURANCE 
AMERICAN MANUFACTURERS MUTUAL INSURANCE COMPANY 
FEDERAL MUTUAL INSURANCE COMPANY 





CHICAGO 40 





® 





¥UM 


IAS 





¥UM 


MT >," 





LAS For Postgraduate Training 


One or more college degrees fre- 
quently are noted among the listed 
qualifications of IAS enrollees. During 
the ten years 1951-60, 14,817 men and 
women who had graduated from col- 
lege or university enrolled for IAS 
training. During that same period more 
than that number of others whose col- 
lege or university programs had been 
interrupted prior to graduation also 
enrolled. 

Throughout the country many uni- 
versity instructors in accounting make 
it a point to suggest IAS when they are 
asked to recommend a good home- 


study school. We are grateful for their 
fine co-operation. 


IAS, of course, is not in competition 
with colleges or universities. Operating 
in the field of adult education, its func- 


tion is to provide complete technical 
training in accounting and allied sub- 
jects, as well as refresher or advanced 
courses to those with previous account- 
ing training. Also, in these complex 
times many with excellent educational 
backgrounds in the arts or sciences dis- 
cover a need for professional training 
in accounting. 


The IAS elective plan enables the 
student to concentrate his study efforts 
on those subjects that are a matter of 
practical concern in his work. Through 
home study, college graduates and oth- 
ers in need of refresher courses or addi- 
tional advanced training can add to 
their technical backgrounds by making 
constructive use of their spare time. 


The school’s 24-page Catalogue A is 
available free upon request. Address 
your card or letter to the Secretary, 


TAS. 


INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 


A CORRESPONDENCE SCHOOL SINCE 1903 
209 WEST JACKSON BOULEVARD « CHICAGO 6, ILLINOIS 


IAS IS AN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 
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THE TAX EFFECT IN FINANCIAL ANALYSIS 


Editors, THE CONTROLLER: 


William D. McEachron’s article in the 
May 1961 issue of THE CONTROLLER 
was a good contribution to the thinking 
on profitability measurements and com- 
parisons in which long-term leases are 
involved. 

The purpose of this letter is to inquire 
the basis on which Mr. McEachron com- 
putes the minimum acceptable rate of re- 
turn at 7.75 per cent in his example, 
which assumes a financial structure of 70 
per cent equity and 30 per cent debt, a 
10 per cent return on equity and a five 
per cent interest rate on debt. The 10 per 
cent rate on equity after tax, under all 
normal procedures, would be after what- 
ever tax for which you are liable (the 
tax liability, of course, reflects the deduc- 
tion of interest from taxable income). 
Therefore, if you show a five per cent 
nominal interest rate as two and one-half 
per cent “‘after taxes,’’ you are taking the 
tax effect of the interest deduction twice, 
as this tax effect must already have been 
reflected in the 10 per cent on equity 
(which, as he recognizes in his formula, 
is after taxes). 

If you were to set up a formula on 
a before-tax basis, the debt interest rate 
obviously would have to be at the nominal 
rate. And, as discussed above, the debt 
rate in an after-tax formula also would 
have to be at the nominal rate. Therefore, 
you can say that in any formula for com- 
puting the rate of return on total capital 
the interest rate must always be at the 
nominal rate. 

And should Mr. McEachron’s position 
be that for the purpose of analysis he 
wishes to assume, though incorrectly, a 
tax liability on the entire net operating 
revenues, so that he can associate the tax 
effect of interest directly with the interest 
charge, then the resulting income for 
capital would be understated by an amount 
equal to the “‘tax effect of interest.’’ This 
is true because by definition and by logic 
the tax effects of all a corporation’s op- 
erations and its particular capital structure 
should be reflected in its determination of 
income for (all) capital. 


In summary, Income for Capital must 
always be: total revenues, less all expenses 
except interest, and less all tax liability in- 
cluding interest tax effects. It follows 
therefore that any Income for Capital fig- 
ure, whether developed for company 
books or for the purpose of financial anal- 
ysis, must fit within this framework. 

My comment on Mr. McEachron’s com- 
putation of cost of total capital, which he 
used merely for illustration, has nothing 
to do with the validity of the main points 
expressed in his article. The main points 
are completely sound. 


W. B. THULIN, Comptroller 

The Chesapeake and Potomac Telephone 
Company of Virginia 

Richmond, Virginia 


In reply to Mr. Thulin’s letter, Mr. Mc- 
Eachron writes: 

Mr. Thulin is quite correct in stating 
that the corporate return on equity under 
all normal procedures would be after 
whatever tax for which the corporation is 
liable—including the tax dics asso- 
ciated with interest. However, for invest- 
ment evaluation purposes, it is more use- 
ful to determine a minimum acceptable 
rate of return which presumes interest 
payments to carry the same tax liability as 
the profit on equity. 

As surmised by Mr. Thulin, this posi- 
tion is taken so that an income tax lia- 
bility can be assumed on the entire net 
operating revenue earned by the project 
being evaluated. The purpose of -doing 
this is to isolate the project from the 
source of capital to which it must be com- 
pared. It may be easiest to see how this 
works out in terms of a simple example. 

Assuming an interest rate of five per 
cent and a 50 per cent income tax rate, 
together with an assumed 10 per cent 
after taxes for return on equity, the mini- 
mum acceptable rate of return for total 
capital, as shown in THE CONTROLLER 
article, is as shown in Table I on p. 368. 

This 7.75 per cent represents the mini- 
mum acceptable rate of return for projects 
evaluated by means of the Profitability 

(Continued on page 368) 
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Editorial material in THe CONTROLLER js 
selected in accordance with the following; 


| ities, organization strugture and procedures. 


PAUL HAASE, Editor 


BENJAMIN. R. MAKELA 
Associate Editor 


THOMAS J. FARRIS 
Publication Manager 


CEIL SMITH THAYER 
Assistant Editor 


PEGGY COURTNEY 
Publications Associate 
* 


JOHN A. MURPHY 
Advertising Manager 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers institute of America 


1. To establish, coordinate and admm. - 
ister, as an integral part of management, 
an adequate plan for the control of opera 
tions. Such a iam would provide, to the 
extent required in the business, profit plan- 
ning, programs for capital investing and 
for financing, sales forecasts, expense budg- 
ets and cost standards, together with the 
necessary procedures to effectuate the plan. 


2. To compare performance with operai- 
ing plans and standards, and to report and 
interpret the results of operations to ull 
levels of management and to the owners of 
the business. This function includes the 
formulation and administration of account- 
ing policy and the compilation of statisu- 
cal records and special reports as required. 


3. To consult with all segments of man- 
agement responsible for policy or action 
concerning any phase of the operation of 
the business as it relates to the attainment 
of objectives and the effectiveness of pol- 


4. To administer tax policies and pro- 
cedures, 


5. To supervise or coordinate the prepa- 
ration of reports to governmental agencies, 


6. To assure fiscal protection for the as- 
sets of the business through adequate in. 
ternal control and proper imsurance cover- — 
age. , 


7. To continuously appraise economic 
and social forces, and government influ- 
ences, and interpret their effect upon the 
business. 
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TABLE | 
Source of Capital (Minimum Acceptable Return) 
Value After 
Taxes W eight Extension 
Equity 10 % 70 7.00% 
Debt 2.5% .30 0.75% 
Capital Pool 1.00 7.75% 
TABLE Il 
Application of Capital (Project Evaluation) 
After Tax Discount Present 
Time Cash Flow Factor at 7.75% Value 
Investment 0 —10,000 1.0000 —10,000 
Operating income 0-10 +15,500 
Less taxes 0-10 — 7,750 
After tax income 0-10 + 7,750 6959 + 5,393 
Salvage +10,000 -4607 + 4,607 
Total 0 
TABLE Ill 


Index technique and under the assump- 
tion that all project income is subject to 
tax. 

For purposes of illustration, we can 
assume a nondepreciable investment of 
$10,000 which is expected to yield an 
operating income of $1,550 for each year 
of its ten-year life. Total income after 
taxes over the full ten-year period would 
amount to $7,750. As shown in Table II, 
a typical project evaluation analysis would 
show this project to yield a PI of 7.75 
per cent, precisely equal to our minimum 
acceptable return on total capital. 

It is important to note that no credit 
has been taken in this particular project 
for the effect on taxes of any interest 
charges since this credit has been allowed 
for in computing the minimum acceptable 
rate of return. Indeed, in more complex 
evaluations than the one illustrated the 
amount of capital involved may vary 
from year to year in an irregular manner, 
so that the mechanics of attempting to in- 
clude interest charge tax credits at the 
project evaluation level would become 
quite difficult. 

If we further assume that this project 
as illustrated represents the total corpora- 
tion, the income statement and balance 
sheet for the corporation can be devel- 
oped as shown in Table III. 

When we put the pieces together and 
include both the project characteristics as 
well as the financing elements, it will be 
seen that the ratio of profit to equity 
comes out to be our target value of 10 
per cent—as, of course, it should. 

In substance, the investment evaluation 
procedure is designed to divide the cor- 
poration into two categories, one being 
oriented toward the source of capital and 


Total Corporation 
Balance Sheet 











Equity $ 7,000 
Debt 3,000 
Total $10,000 
Income Statement (annual) 
Operating income $ 1,550 
Less interest on debt 150 
Net $ 1,400 
Less income taxes 700 
Net profit $ 700 
% Profit to Equity 10% 
e e e e e e e e o - 7 


the other toward the application of cap- 
ital. This permits evaluating a project on 
a basis independent of financing elements. 
Theoretically, the tax credit for interest 
payments could be assigned to the project 
evaluation and omitted from the mini- 
mum acceptable return calculation, but in 
practice it is easier to include it with the 
source of capital and lower the minimum 
acceptable rate of return accordingly. 


W. D. McEACHRON 

Manager, Long-Range Planning 
Standard Oil Company (Indiana) 
Chicago, Illinois 


AICPA’S NEW RULE DISPUTED 


Editors, THE CONTROLLER: 

In a conversation recently with T. B. 
Noble, treasurer of Stockham Valves and 
Fittings, Inc., Birmingham, Alabama, I 
brought up the subject of a new rule of 
professional conduct which the American 





Institute of Certified Public Accounts js 
repeatedly fostering and cited the danger 
to CPA’s in executive positions because of 
the way that the proposed rule is worded 
The full text of the proposed rule read, 
as follows: 


Neither a member, nor a firm of which 
he is a partner, shall express an opinion on 
financial statements of any enterprise unless 
he and his firm are in fact independent with 
respect to such enterprise. 

Independence is not susceptible of precise 
definition, but is an expression of the pro. 
fessional integrity of the individual, 4 
member, before expressing his Opinion on 
financial statements, has the responsibility 
of assessing his relationships with an enter. 
prise to determine whether, in the circum. 
stances, he might expect his opinion to be 
considered independent, objective, and up. 
biased by one who had knowledge of all the 
facts. 

A member will be considered not inde. 
pendent, for example, with respect to any 
enterprise if he, or one of his partners, (a) 
during the period of his professional en- 
gagement or at the time of expressing his 
opinion, had, or was committed to acquife, 
any direct financial interest or material in. 
direct financial interest in the enterprise, ot 
(b) during the period of his professional 
engagement, at the time of expressing his 
opinion or during the period covered by the 
financial statements, was connected with 
the enterprise as a promoter, underwriter, 
voting trustee, director, officer, or key em- 
ploye. In cases where a member ceases to 
be the independent accountant for an enter- 
prise and is subsequently called upon to 
re-express a previously expressed opinion 
on financial statements, the phrase “at the 
time of expressing his opinion” refers only 
to the time at which the member first ex- 
pressed his opinion on the financial state- 
ments in question. The word “director” is 
not intended to apply to a connection in 
such a capacity with a charitable, religious, 
civic or other similar type of nonprofit or- 
ganization when the duties performed in 
such a capacity are such as to make it clear 
that the member can express an independ: 
ent opinion on the financial statements. The 
example cited in this paragraph, of circum. 
stances under which a member will be con- 
sidered not independent, is not intended to 
be all-inclusive. 


We are told that the rule is intended 
to cover the activities of a member with 
respect to an audit for a client. It is my 
position that if such is their intent, they 
should say so. The first paragraph forbids 
any member from expressing an opinion 
(oral or written) on financial statements 
(of any kind) . . . unless he (is) inde 
pendent. Broadly interpreted as viewed 
by hundreds of accountants, including the 
undersigned, a man in Mr. Noble's post 
tion, for example, could not even expres 
an oral opinion on an internal statemen' 
prepared under his supervision for the 
use of his board of directors. 


(Continued on page 370) 
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If you are still using Pen and Ink Bookkeeping 
methods, here is an unprecedented no cost, no 
obligation opportunity to post Accounts Receiv- 
able FREE for thirty days on the compact, inexpen- 
sive Monroe President. Discover exactly how much 
money this accounting machine can save you... 
without spending a penny. 

We are so certain that the Monroe President can cut 
your accounting costs that we are willing to make this 


unprecedented offer: | 
Use the Monroe President to post Accounts Receiv- 


able—for thirty days —at no cost or obligation whatso- 
ever. Free of charge, Monroe will supply the machine, 
the forms, the instruction necessary to transfer bal- 
ances. Your operator can go on from there without a 
hitch. At the end of the month, decide whether or 





grarement 


gab exparss wars 
inuT STREET 
OND, VIRGINIA 








not the President can save you 
money. If so, keep it. We’ll simply bill 
you its low purchase price. If not, call us. 
We’ll pick it up and thank you for trying it. 
Take advantage of this offer today. Simply fill in, tear 
out, and mail this coupon to us. 





MONIROE Ii 














x a 
7 Gentlemen: C-8 ; 
i Please deliver the Monroe President to my office for a FREE & 
§ thirty-day trial. You understand, of course, that | assume no : 
: obligation to purchase nor to pay for the use of the machine. a 
: Name. : 
i Title . 
: Company. ; 
: City. State . 
ee ef ee ee 2 2 ee ee | 


GENERAL OFFICES: ORANGE, NEW JERSEY, A DIVISION OF LITTON INDUSTRIES * SALES AND SERVICE THROUGHOUT THE WORLD. 
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The position of CPA’s in banks could 
be even worse. Many find themselves in 
a credit department expressing opinions 
daily on statements submitted by the 
bank’s customers in support of loan ap- 
plications. Even an income tax return has 
printed upon it the expression of opinion 
and is in itself a financial statement. 

I am exerting every possible effort to 
get this ruling reworded lest it be a 
hazard to every CPA in industry and to 
most of the small practitioners. Mr. Noble 
thought it should be brought to your at- 
tention. 


GEORGE S. RAPIER 
Certified Public Accountant 
Rapier, Barre & Rapier 
New Orleans, Louisiana 


Editors, THE CONTROLLER: 


On page 146 of the March 1961 issue 
of THE CONTROLLER there appears a 
reference to the “Investment Guaranty 
Program.” I would like to have full de- 
tails of it from the appropriate depart- 
ment of government; I would be grateful 
for your help in securing that information. 


A. A. ForsTER, Senior Lecturer 
The University of New South Wales 
School of Accountancy 

Sydney, Australia 


The Investment Guaranty Program is a 
function of the International Cooperation 
Administration, which may be addressed as 
follows: 


International Cooperation Administration 
U. S. Department of State 

815 Connecticut Avenue N.W. 
Washington, D. C. 


If you write directly to ICA, they should 
be able to supply you with full details of 
the Program. —The Editors 





RATE OF RETURN 
Years of life of project 





4 5 10 15 20 25 50 
On original investment 0 5% 15% (1896 20% 219% 23% 
On average investment 0 10% 30% 37% 40% 42% 46% 
Time-adjusted 0 8% 21% 24% 259% 2590 25% 


Editors, THE CONTROLLER: 


Herbert E. Dougall’s article in the Feb- 
ruary issue of THE CONTROLLER on the 
subject, “Payback as an Aid in Capital 
Budgeting” offered a very interesting and 
enlightening discussion on the subject. It 
explored practically all phases of the 
matter. However, I can’t quite get the rate 
of return calculation in Table III, page 
70. It approximates but does not equal 
return on average investment. 

I would appreciate it if you can refer 
my particular question to the author for 
clarification. 


P. KINTANAR, Controller 

Philippine Long Distance Telephone 
Company, Inc. 

Manila, Philippines 


Professor Dougall replies to Mr. Kin- 
tanar’s query as follows: 


The rate of return shown in both 
Tables II and III of the article is the rate 
calculated by the discounted-cash-flow or 
“investor's method,” calculated to the 
nearest whole number, and assuming in- 
vestment at the beginning of each year, 
and cash flow at the end of each year. I 
regret not having made this clearer. 

For your information, the rates of re- 
turn calculated in three ways for the 
columns in Table III are shown above. 

On page 70, where it is indicated that 
the “‘reciprocal of the payback period 
approaches the rate of return as the life 
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The following information is available on re- 
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of the project extends further beyond the 

payback period”, the reference is to the 

rate calculated by the investor's method, 

HERBERT E. DOUGALL 

Miller Professor of Finance 

Stanford University Graduate School of 
Business 

Stanford, California 


NEW CONFLICT OF INTEREST BILL 
Editors, THE CONTROLLER: 


Members of the Institute and readers 
who are interested in keeping abreast of 
developments on the subject of conflict 
of interest should read $.603, introduced 
in the Senate by Senators Javits (N. Y.) 
and Keating (N. Y.). The short title of 
S.603 is ‘Executive Conflict of Interest 
Act 

Of particular interest is the manner in 
which the proposed act would serve to 
promote and balance the dual objectives 
of protecting government integrity and 
facilitating the recruitment and retention 
of the personnel needed by the Govern- 
ment, by prescribing essential restrictions 
against conflicts of interest in the execu- 
tive branch of the Government without 
creating unnecessary barriers to public 
service. 

S.603 apparently is based upon the 
recommendations of the Special Commit- 
tee on the Federal Conflict of Interest 
Laws of the Association of the Bar of 
the City of New York. 

S.603 states that an essential principle 
underlying the staffing of our government 
structure is that its employes should not 
be denied the opportunity, available to all 
other citizens, to acquire and retain private 
economic and other interests, except where 
actual or potential conflicts with the re- 
sponsibility of such employe to the public 
cannot be avoided. 

The proposed act, like the report of the 
Institute’s Special Committee on Conflict 
of Interest, takes the position that dis- 
closure of conflict or potential conflict of 
interest and avoidance of participation in 
decisions where such exist are the key 
elements in any reasonable policy de- 
signed to limit conflict of interest. 


D. E. BROWNE 
Lockheed Aircraft Corporation 
Burbank, Calif. 


Mr. Browne is chairman of a special 
committee on conflict of interest of Cow 
trollers Institute, which recently issued 4 
report on the subject. ($1.00 per copy— 
address Controllers Institute, Two Park 
Avenue, New York 16, N. Y.) 
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What is the greatest single factor in- 
fuencing 4 company's profitability and 
yowth? The competence of personnel at 
every level of the company is generally rec- 
genized as the one vital asset which must 
be protected and augmented for fullest 
development of every other potential for 
economic growth. 


Management 
at General 





Electric. . .r 





financial 
control 











AT GENERAL ELECTRIC the approach to 
manpower development is based upon the 
ptinciple that every individual should be 
given the necessary encouragement and 
opportunity to improve his own abilities 
just as far as he is capable of improve- 
ment. Various education programs pro- 
vide the means by which employes may 
keep up to date with emerging technolog- 
ical, social, economic, and political trends. 

In this way the company scores a double 
gain. At the same time -as the programs 
aid in maintaining the company’s competi- 
tive position, they also help attract out- 
standing people to its service because of 
the opportunities for continuing educa- 
tion which they provide. 

Many programs for developing sound 
leadership exist at all levels of the com- 
pany. But two of them have particular 
televance to the training of financial offi- 
cers—the Business Training Course for 
the development of financial personnel 
and the Advanced Management Course 
for the training of higher-level managers 
from all functions. 

These are the two courses which will 
be described in detail here, as examples of 
one company’s approach to management 
taming. For purposes of orientation, 
however, let's first take a look at the 
Ptincipal organization components in 
which our financial work is centered. 

_ This is particularly important because, 
in General Electric, the great preponder- 
ance of accounting and financial work— 
including the responsibility for training 


ee. 


—is not done under the direct manage- 
ment of the comptroller or treasurer but 
rather is performed by the financial sec- 
tions of over 100 decentralized, largely 
autonomous, operating departments. The 
general manager of each department is as 
nearly equivalent to the president of an 
independent company doing a comparable 
volume of business as we can make him. 

The typical department is organized 
functionally—with engineering, manufac- 
turing, marketing, finance, and relations 
functions reporting to the general man- 
ager. The manager of finance has respon- 
sibilities roughly comparable (except for 
corporate functions) to those of the chief 
financial executive of a similar-sized in- 
dependent company. We have a total of 
approximately 14,000 accounting and fi- 
nancial employes with about 1,000 key 
financial positions. 

With that general background, let’s 
proceed to the training portion of our 
financial personnel-development program. 


WORK AND STUDY 


In General Electric, we have a dual 
program of (1) rotating, on-the-job, work 
assignments and (2) planned evening 
classwork curricula. This program has as 
its major objective the .development of 
professional ability and the preparation 
for increased responsibilities in the fi- 
nance function through: 


1. Broadening the individual’s knowl- 
edge and work experience; 













Gerald L. Phillippe 


Training 


. . « ts designed to provide 
the encouragement, 
opportunity and climate 


which will let the individual grow 


2. Sharpening his decision-making 
skills ; and 

3. Strengthening his ability to analyze 
and understand a business. 


The first segment of our dual approach 
is on-the-job training. We have heartily 
subscribed to the philosophy that people 
learn best by doing and that there is no 
adequate substitute for this fundamental 
method of developing administrative 
skills. All our recruits are assigned at the 
outset to specific jobs, even though many 
of these jobs may be somewhat clerical in 
nature. Within practical limits, recruits 
are rotated among various assignments to 
provide diversity of job experience and 
to reward good performance with in- 
creased opportunity and_ responsibility. 
From this approach, we feel that the re- 
cruit accomplishes the following: 


1. He learns to work. 

2. He learns the fundamentals of a 
business. 

3. He learns the primary functions of 
financial work and gains an appreciation 
of their significance and potential con- 
tribution. 

4. He learns the importance and sig- 
nificance of good administration, first as 
a worker and later as a supervisor. 


The second segment of our dual ap- 
proach is a formal scholastic program. 
We offer each man the opportunity to at- 
tend classes each week on his own time 
after work. The financial courses are 
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taught by a faculty composed of our best 
financial people, using the latest materials 
and teaching methods. A basic university 
pattern is followed with homework, 
quizzes, mid-term and final examinations. 
The student receives grades on all quizzes 
and examinations, as well as a final course 
grade. 

Classes are conducted over two semes- 
ters in each calendar year and meet on 
Monday evenings for two hours—except 
during the first year, when program mem- 
bers also meet a second evening each week 
to study the company’s engineering, man- 
ufacturing, marketing, and relations func- 
tions. Semesters for the financial courses 
are composed of 15 two-hour discussion 
sessions and two two-hour examination 
periods, the latter held on Saturday morn- 
ings. Functional courses held during the 
first year in areas other than finance meet 
for a total of 25 two-hour discussion ses- 
sions. Financial and accounting tech- 
niques are emphasized but major attention 
is also given to the relationship of the 
finance function to other functions and to 
the business as a whole. 

It requires three years for the typical 
college graduate to complete these courses. 








e GERALD L. PHILLIPPE, 2 member 
of Controllers Institute, was graduated 
from the University of Nebraska with a 
M.A. degree in 1933 and entered General 
Electric Company's Business Training 
Course the same year. He was named a 
traveling auditor in 1935 and held this 
position until 1942 when he became stat- 
istician for the company. In 1947 Mr. 
Phillippe was appointed auditor for the 
former Apparatus Department and in 
1950 was named comptroller for the de- 
partment. He became comptroller of the 
company in 1953. Currently, Mr. Phil- 
lippe, who has served as president of the 
New York City Control of CIA is an In- 
stitute Area vice president, 1961-62. This 
paper was presented at the 1961 Western 
Conference of CIA at Phoenix, Arizona. 


Our objectives in this formal training 
program are essentially these: 


1. Since many of our recruits have lib- 
eral arts training only, they can acquire 
the equivalent of basic college courses in 
accounting and financial work. 

2. They gain a fundamental apprecia- 
tion of accounting principles and prac- 
tices as applied to General Electric. 

3. They see how, to a large extent, the 
classwork parallels on-the-job experience. 

4. Of paramount importance, they are 
getting an early and significant start in 
the process of self-development whereby, 
with added effort and application of their 
own abilities, they can progress faster and 
prepare themselves to take on increasingly 
important job assignments. 


WORLD-WIDE TRAINING CENTERS 


In this current semester, we are offer- 
ing the Business Training Course in 33 
training centers—including Argentina, 
Canada, Brazil, Puerto Rico, and Mexico 
—to 792 students with a faculty of 121 
instructors. This is an average of about 
seven students for each instructor. We 
believe in the seminar approach, with 
small discussion groups and the oppor- 
tunity for personal participation by each 
student. 

The fall 1961 curriculum of our Eve- 
ning Graduate Seminars will be as fol- 
lows: 


1. Principles of Accounting 

2. Financial Analysis 

3. Other Functions—Engineering, Man- 
ufacturing, Marketing, Relations 

4. Production and Distribution Costs 

5. Personnel Accounting, Banking and 
Corporate Investments, Credit and Col- 
lections, Insurance, Tax Problems 

6. Auditing 

7. Business Analysis and Information 
Systems 


You will note from the titles of these 
courses that they cover the principal areas 
of finance plus indoctrination in the other 
functional areas of a business. 

At the conclusion of this three-year 
basic-training course, the formal class- 
work training period is ended and the 
men are then placed in responsible super- 
visory positions. Some of the men are as- 
signed to our traveling auditing staff for a 
period of from two to perhaps five years. 

While the Auditing Department’s pri- 
mary responsibility is to conduct periodic, 
professional, company-wide general audits, 
we have found from experience that the 
quality of our audit work is enhanced by 
bringing in young men with outstand- 
ing capabilities—with their enthusiasm, 
energy, fresh viewpoints, and desire to 
progress. At the same time, we recognize 
the job of traveling auditor as advanced 





training for managerial or responsible 
specialist positions in accounting and §. 
nance. 

The work offers an unparalleled o 
portunity for ambitious men to broaden 
their experience, gain an appreciation of 
the interrelationship of all business func. 
tions, and, in general, strengthen their 
understanding of the business Operations 
of the company. 

In addition, we have Advanced Finan. 
cial Seminars to provide intensive train. 
ing for our top people in specific areas, 
These seminars were conducted last year 
in such areas as budgets, measurements 
credit and collections, distribution cost, 
procedures, data processing, and govern. 
ment accounting. We also completed a 
seminar in operations research methods 
and techniques for 12 of our managers of 
finance or department controllers. 

Seminar attendance is limited to man- 
agers of finance and their direct-reporting 
subsection managers. Discussion leaders 
are generally individuals from the comp- 
troller’s and treasurer's organizations, 
along with national authorities in the 
areas being studied. Each seminar is a 
one-week, full-time program. In order to 
retain an informal-discussion atmosphere, 
we limit each seminar to a maximum of 
18 participants. 

Through these seminars we seek to de- 
velop greater competence in our work and 
to provide an intermediate training step 
between our basic training program and 
the advanced management-training pro- 
gram. 


RESPONSE TO NEW DEVELOPMENTS 


The nature of our Business Training 
Program is ever-changing because of tech- 
nological and economic developments. At 
this point in time our classwork program 
is heavily influenced by—and is in a state 
of change because of—the greatly in- 
creased importance in the controllership 
function of business planning and analy- 
sis, information systems and procedures, 
integrated data processing, the growth of 
professional management, and the appli- 
cation of the scientific method to business 
problems. 

Now, how has our Business Training 
Program, in its entirety, succeeded as the 
keystone of our financial training pro- 
gram? The best way to answer this is to 
look at the management group of General 
Electric. Here is a partial list of some of 
the positions currently held by employes 
who entered the company on the Business 
Training Program: 


1. Comptroller 

2. Treasurer iz 

3. Seven of our 24 operating division 
general managers 

4, Twenty-one of our 113 department 
general managers 
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X.UM 


5. The six department managers who 
report to the comptroller 

6. Four of the six department managers 
who report to the treasurer 

if Approximately 90 per cent of the 113 
department managers-finance or equiva- 


lent. 


The numbers, of course, grow larger as 
you go on down the line organization— 
but these are samples of key position 
holders who have come up through this 
route. 

In addition, a number of individuals 
who joined the company on the Business 
Training Program are now managers of 
marketing, managers of manufacturing, 
managers of relations, district managers 
of distribution components, etc. One in- 


dividual is a manager of engineering, and 
we have also provided one legal counsel! 

In this connection, we are proud that 
there have been few, if any, instances, 
even under our rapid expansion, when it 
has been necessary for us to look to the 
open market for qualified financial peo- 
ple. And there have been equally rare 
cases where competent General Electric 
financial men have felt it necessary to 
look outside General Electric because they 
found insufficient opportunity to advance 
within. 

In this latter instance, however—even 
though we don’t necessarily plan it that 
way—some of our graduates have gone 
with banks, railroads, and other industrial 
companies as executive vice presidents, 
vice presidents of finance, controllers, 


treasurers, etc. 

Our Business Training Program is just 
one type of financial personnel-develop- 
ment program. Although other types may 
differ in detail, we feel that every pro- 
gram should be built around the objec- 
tive of attracting, training, and fully uti- 
lizing the highest-quality talent available. 
It should recognize that while all devel- 
opment is self-development, management 
must provide the encouragement, oppor- 
tunity, and climate which will let the in- 
dividual grow. 

A successful program must be based 
on the philosophy that every man is an 
individual, that he wants to be known 
and treated as such, and that Azs best in- 
terests will almost always coincide with 
the ultimate best interests of the company. 





A COURSE IN MANAGEMENT 


Now for a description of the com- 
anys Advanced Management Course 
(AMC) *—another one of our manager- 
development activities. 

This is a nine-week, off-the-job, formal 
course conducted at our Crotonville, New 
York, facilities. These facilities consist of 
an education building, a residence hall, a 
recreation building, and the Hopf Memo- 
tial Management Library. In addition to 
providing facilities for the course, Croton- 
ville serves as a center for research and 
study in advanced concepts of manage- 
ment. 

As with most advanced-management 
courses, either in universities or com- 
panies, the stated objectives of AMC can 
be reduced to a few basics. The course 
generally aims to make better high-level 
managers and consequently to make Gen- 
etal Electric a better-managed company: 


1. By broadening the manager’s ap- 
ptoach to over-all business problems ; 

2. By opening new horizons in the so- 
cial, political, and economic environments 
of the business man; 

3. By improving his skills of thinking, 
forming concepts, and deciding; and 

4, By strengthening his awareness that 
managerial education is a process that 
must go on during his entire career, not 
just during formal courses. 


The subject matter of the course is 
chosen with the objective of establishing 
concepts around which the participants 
may re-orient and re-evaluate the 20 years 
of experience which the average indi- 
Vidual brings to Crotonville. This subject 
matter is divided into two major sections. 
The first section deals with the most sig- 
nificant elements of the environment in 
which General Electric operates. The sec- 
ond section deals with the work of a man- 
ager, plus a consolidation and review of 


QUIET ENVIRONMENT, top facilities make Crotonville ideal for company-sponsored meetings of 


up to 100 people. Here, Vice President Charles K. Rieger chairs an 


““” 


on the grounds” session of a 


marketing management course completed last month. With the current interval in AMC activity, facili- 
ties are now open for use by company groups for 


+, 4: 





$s, ¢ gs and similar activities. 





Photograph and excerpt from GE’s publication 





The Monogram 


* The Advanced Management Course classes 
at Crotonville have been discontinued tempo- 
rarily and are scheduled to resume beginning 
in 1962. At that time one or two Advanced 
Management classes, as required by the needs 
of the company, will be scheduled each year. In 
addition, there will be a new “follow-on” pro- 
gram for AMC graduates. The preparatory 
work on the course is now under way at Cro- 
tonville and is scheduled for completion next 
year. 

Said Vice President Jack S. Parker of Rela- 
tions Services, “Now that AMC classes have 
been conducted continuously for five years and 
some 1500 of the Company’s top management 


have taken advantage of this opportunity, it is 
appropriate that we pause and assess the re- 
sults and the impact of this experience and take 
full advantage of what we have learned in fu- 
ture courses. 

“Crotonville has become a company symbol 
and is keystone to company education. As the 
new courses begin, it will be stronger than 
ever. . . . A team of trained, broad gauge men 
is in place throughout the company to manage 
General Electric’s next surge of growth... 
the roster of graduates includes a very high 
percentage of the General Electric men of sec- 
tion manager level and above . . . the five-year 
effort is unique in American business annals.” 





ESTO a OOO AUGUST 1961 





375 





the course concepts in order to suggest 
ways and means of utilizing the experi- 
ence which the participants have gained. 

For a more specific example of course 
content, the second section of the course 
on the work of a manager deals with such 
factors as (1) obtaining, utilizing, and 
retaining information for decision-mak- 
ing; (2) work, authority, and organiza- 
tion; (3) the individual and the organ- 
ization; and (4) value, judgment, and 
measuring. 

Focus of the course is on concepts and 
their application to managerial situations. 

Educational methods best suited to 
adult study of the respective subjects are 
used. These include work sessions for 
both. small discussion classes and joint 
sessions; talks by and discussions with 





AND AT DU PONT... 


outstanding authorities on particular as- 
pects of the subject matter under consid- 
eration, including both company officers 
and experts from outside General Elec- 
tric; individual reading programs; and 
2 seen by both individuals and groups 
of participants. 


EXCHANGE OF VIEWS 

The individual is closely associated 
during the course with other General 
Electric men from a variety of functions 
and organization levels. Thus there is 
abundant opportunity for exchange of 
views on the subject matter of the course 
and on other matters of common interest. 
The individual is assigned to one of sev- 
eral discussion classes representing a good 
“‘mix’’ as to businesses, organization levels, 











Addressing the 1961 North Central Area Conference of 
Controllers Institute of America on the over-all subject of 
Organizational Planning at E. I. du Pont de Nemours G 
Company, ROBERT L. HERSHEY, vice president, had this to 
say about personnel training and development. 


THE CONTROLLER 


Fundamentally we attempt to deal with each individual 
as an individual. In the first days of his employment there 
are, of course, certain more or less standardized orienta- 
tion procedures used to assist him in feeling at home in his 
new environment. However, early in his career we begin 
appraising his performance and his potentialities, and try 
to assist in his development in ways tailored as much as 
possible to his needs. Thereafter this procedure becomes a 
continuing process. 

Our view is that the continued growth of a man is a 
highly personal matter which is greatly influenced by his 
own inner drive to develop himself—his ambition or his 
motivation, if you will—but which we can assist in various 
ways. 

Some of the ways which we think are helpful to the de- 
veloping manager and which we try to use are these: 

Coaching on the job by supervision; 

Adequate and objective appraisal of his potentiality and 
discussion of his performance; 

Assignment to jobs of different types for variety of ex- 
perience; and 

Off-the-job education both inside and outside the com- 
pany. 

About all these . . . volumes could be and, indeed, have 
been written. I do, however, want to emphasize here that 
if the development of men is to be well done it must be 
recognized throughout the organization as an important ob- 
jective and every member of supervision must look upon 
the development of his subordinates as an essential part 
of his daily supervisory task. 





functional backgrounds, and geographical 
locations. 

During the course the participant is ex. 
pected to contribute heavily to both the 
discussion and the leadership from his 
study, his thinking, and his experience, 
It has been shown that the benefits de. 
rived from an educational experience are 
positively related to the degree of active 
participation and involvement in the total 
process. Therefore, at Crotonville, a ma- 
jor portion of the responsibility for the 
day-to-day conduct of the course is as. 
signed to the participants. 

It is important that, while there, the 
participants continue to be self-actuating 
managers. This will aid the transfer or 
carry-over from AMC to their regular 
work. 

After five years of experience with 
AMC, we believe that the essential in- 
gredient of this course is the diverse ideas 
of the participants. We believe also that 
significant company-wide benefits have 
been obtained as a result of the close 
associations of the participants and their 
frank discussions over the nine-week pe- 
riod—benefits such as integration of a 
rapidly decentralized company, independ- 
ence of managerial thinking (within mu- 
tuality of purpose and interdependence of 
action), and innovations in managing. 

The foregoing discussion has dealt at 
greatest length with the use of formal 
courses in certain of General Electric 
manager-development programs, and it is 
a fact that courses hold a central place 
today in all American manager-develop- 
ment. However, we should bear in mind 
that such courses are only a part of the 
development process. Managers are partly 
born, partly made; and we need to keep 
some perspective on how large is the con- 
tribution of formal courses to the wisdom, 
judgment, maturity, and creativity of 
managers. 

It would be a mistake to overempha- 
size the importance of courses or to leave 
the impression that they are the only 
manager-development activities which 
General Electric conducts. Certain of the 
other activities—such as job assignments, 
on-the-job coaching by higher managers, 
relationships with associates on the same 
level, individual reading programs, and 
self-development planning—are often 
critically significant in particular cases. 
And just possibly the single greatest 
“manager-development activity’ in Amet- 
ica today is the independent, aggressive, 
brilliant, and impatient individual's desire 
to compete and to succeed. 


RELATED READING | 


Mr. Phillippe is author of “An Executive De- 
velopment Program for the Controller” pub- 
lished in the June 1956 issue of THE CON- 
TROLLER. 
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Thomas J. McGann 


Yes! 
The 
Controller 
Belongs 
on the 
Marketing 
Team 





Here’s how 

he can prove it 

with facts and figures 
to improve 


marketing decisions 





Why does the controller now so often 
stand outside the marketing picture? 

We may attribute this to the combina- 
tion of the comparative newness of the 
controllership and marketing functions. 
It may be that the two have just not yet 
had time to find out what they have to 
offer each other. 

Certainly, the record to date of com- 
munications between the two is not very 
good. On the one hand, the essentially 
creative feature of marketing has encour- 
aged the belief that marketing decisions 
may be made on hunches: on the other, 
the controller has felt reluctant to speak 
out against that fallacy because of his 
own lack of marketing education and his 
fear that he would not be able to talk with 
confidence and conviction to marketing 
management. 

Why should he and must he make him- 
self part of the picture? 

Because marketing has so many sides to 
it that the results of individual marketing 
components have become buried in total 
figures. The controller is the one man 
who is well acquainted with the over-all 
profit structure and can partition it in as 
many ways as needed. He is thus the one 
man who can make meaningful segrega- 
tions of data. 

It need hardly be pointed out that mar- 
keting-management planning is but a 
facet of total profit-planning. And profit- 
planning is a basic function of controller- 
ship. The controller must therefore estab- 
lish and assume his responsibilities to be 
profit-minded and to pursue profit-orien- 
tation through all plans, including those 
of marketing-management. 


THE ESSENTIALS 
OF THE CONTROLLER’S ROLE IN 
MARKETING-MANAGEMENT PLANNING 


If the controller’s role is to make its 
proper contribution to marketing-manage- 
ment planning, essentially it must help to 
(a) improve profits; and (b) reduce mar- 
keting cost. 


EXHIBIT A 





Note that profit improvement comes 
first. This is the larger area of controller- 
ship endeavor. Marketing activities are 
numerous and we may suspect that they 
contain many drains on profits and many 
lacks of profit exploitation. Exhibit A 
brings out this point. 

Note that a company objective of 26 
per cent before taxes, expressed in terms 
of return on investment, is expected to be 
realized by improving marketing a 
(improved product, territorial, and cus- 
tomer performance) to the extent of 13 
points, while cost improvement is slated 
for only five points. 


HOW DOES THE CONTROLLER 
GO ABOUT IMPROVING PROFITS? 


The controller who will improve the 
marketing profits of his company needs to 
do seven things: 


1. Adopt the policy that all marketing 
operations must be profitable ; 

2. Acquaint himself with the basic ten- 
ets of sound marketing philosophy ; 

3. Develop the confidence needed to 
discuss all issues on the same level with 
marketing-management ; 

4. Know the net profitability of each 
marketing segment; 

5. Analyze profitability statements to 
find reasons for weaknesses and strengths 
in marketing operation ; 

6. Make recommendations for correc- 
tion of marketing weaknesses and exploi- 
tation of marketing strengths; 

7. Evaluate performance toward stated 
goals. 


THE PERSONAL ATTRIBUTES 
OF THE CONTROLLER WHO 
IMPROVES PROFIT 


Of the seven needs of the controller 
who will improve profits, three are per- 
sonal in nature and broad in application. 

1. The first one deals with the broad 
economics of marketing. Simply stated, 
the controller must believe that any facet 


XYZ COMPANY 
COMPANY OBJECTIVES AND MEANS OF ACCOMPLISHING THEM 


Company Objective, in Terms of Return on Investment (Before Taxes) 


To Be Accomplished By: 
Holding Current Return 
Achieving Cost Efficiency 
Improving Product Performance 


Improving Territorial and Customer Performance 


Lowering Asset Base 


26% 


% 


6 
5 
6 
7 
2 


26% 
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EXHIBIT B ABC COMPANY 
Statement of Product Line Profitability 
for Quarter Ended December 31, 1960 
Total Prod. A Prod. B Prod.C Prod. D ete. 
Sales 8,142,414 2,501,568 897,404 249,118 104,122 
Cost of Goods Sold 5,694,796 1,870,480 583,698 155,034 72,518 
Gross Profit 2,447,618 631,088 313,706 94,084 31,604 
Product Costs 
Purchasing 63,078 2,732 3,988 1,476 1,178 
Order Processing 127,998 12,572 10,302 4,928 2,390 
Machine Processing 230,202 135,698 6,640 50,240 886 
Materials Handling 331,694 11,490 52,458 6,260 10,696 
Delivery 268,962 57,728 22,530 10,178 4,910 
Inventory Space Cost 106,208 10,134 20,956 6,242 7,344 
Advertising 61,598 18,924 6,788 1,884 788 
Total 1,189,740 249,278 123,662 81,208 28,192 
Profit After Prod. Cost 1,257,878 381,810 190,044 12,876 3,412 
Customer Costs 
Outside Selling 488,780 111,636 65,084 24,896 16,840 
Inside Selling 159,434 15,658 12,832 6,136 2,978 
Credit Authorization 46,084 4,544 3,724 1,770 856 
Bad Debts 21,716 6,670 2,394 664 278 
Total 716,014 138,508 84,034 33,466 20,952 
Profit After Cust. Cost 541,864 243,302 106,010 (20,590) (17,540) 
General Costs 
General Admin. & Acctg. 272,812 81,058 28,406 9,680 4,366 
Carrying Costs 42,738 18,498 3,848 1,566 758 
Sales Discounts 30,974 9,518 3,414 948 394 
Total 346,524 109,074 35,668 12,194 5,518 
Net Profit Before Taxes 195,340 134,228 70,342 (32,784) (23,058) 
EXHIBIT C COMPANY D 
Statement of Territorial Profitability 
for the Quarter Ended December 31, 1960 
Total Terr. 1 Terr. 2 Terr. 3 Terr. 4 ete. 
Sales 1,688,034 161,510 130,425 162,184 163,726 
Cost of Sales 1,351,106 128,465 105,372 133,581 145,012 
Gross Profit 336,928 33,045 25,053 28,603 18,714 
Product Costs 
Purchasing 11,812 1,422 929 1,162 1,266 
Order Processing 9,543 1,504 426 966 714 
Machine Processing 36,382 3,562 5,592 3,275 1,826 
Materials Handling 47,826 4,904 5,386 6,207 2,801 
Delivery 32,224 5,208 1,372 2,534 3,510 
Inventory Space Cost 5,092 497 318 496 495 
Advertising 4,406 420 272 424 433 
Total 147,285 17,217 14,295 15,064 11,045 
Profit After Prod. Cost 189,643 15,828 10,758 13,539 7,669 
Customer Cost 
Outside Selling 35,562 2,945 2,981 6,772 732 
Inside Selling 23,324 1,963 1,726 1,951 1,707 
Administrative Selling 28,128 2,838 2,154 2,456 1,615 
Credit Authorization 2,315 366 106 235 172 
Total 89,329 8,112 6,967 11,414 F 4,226 
Profit After Cust. Cost 100,314 7,716 3,791 2,125 3,443 
General Cost 
General Administration 21,792 2,104 1,732 2,187 2,196 
Accounting 17,678 1,710 1,456 1,773 1,772 
Inventory Carrying Cost 3,510 334 244 345 377 
Sales Discount 4,905 
Total 47,885 4,148 3,432 4,305 4,345 
Net Profit Before Taxes 52,429 3,568 359 (2,180) (902) 





THE CONTROLLER 














































































































of marketing must be profitable or cop. 
tain the potential of profit for his com. 
pany; otherwise it does not belong in his 
company’s operation. 

Now this policy is not easy to adopt 
with firmness. The controller will hear 
that a loss product must be carried to sell 
a profitable product. This is a common 
argument for retention of certain prod- 
ucts in a company’s line. The argument, 
however, has less and less force as cop. 
tinuous loss statements are presented, 
Management will bend its efforts to turn 
the loss product into a profitable product, 
Failing to turn it into a profit, manage- 
ment will discard the i for it will 
soon realize that it does not accomplish 
its objectives by harboring losses. 

The loss-leader rationalization loses its 
force with each succeeding statement of 
loss. The same is equally true of terri- 
tories and customers and any other mar- 
keting segments which represent losses. 

A product can be unprofitable and yet 
have the potential of profit; if so, the 
controller's emphasis should be on getting 
it into a profitable position as soon as 
possible, rather than dropping it. A new 
product will likely fall into this sort of 
position. Start-up costs and low volume 
will probably put it in a loss position. But 
promotion must increase the volume to 
the point of profit. A new territory and 
some of the customers in that territory 
may be losses at the outset, mainly be- 
cause of the cultivation needed. But the 
potential of profit must be there if the 
controller is to recommend continued 
service in that area. 

2. The controller must expand his mar- 
keting knowledge. This does not mean 
that he has to change himself into a sales- 
man of goods. But he does have to 
broaden his basic marketing knowledge. 
He should, of course, be thoroughly fa- 
miliar with the marketing policies of his 
company and the reasons for these pol- 
icies. He has to be ready to challenge 
them, .too, if he finds that.certain policies 
are developing losses. 

Also, the controller of a manufactur- 
ing concern must expand his marketing 
knowledge to include the marketing pol- 
icies of the channels of distribution em- 
ployed by the company. These channels 
are the vehicle through which the com- 
pany’s goods are distributed. They must 
be profitable if they are going to continue 
to distribute the company’s goods. The 
controller must therefore find the profit 
status of the company’s products in the 
channels. If he is oblivious of this, the 
controller may find some day that a chan- 
nel may drop his products and his com- 
pany will then be faced with an urgent 
need to find a new channel. Indeed, some 
manufacturers are already conducting 
profit-orientation courses for their dis 
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tributor channels as means of protecting 
themselves against the loss of a channel. 

The controller who would expand his 
marketing knowledge should also keep 
in contact with marketing literature and 
with the marketing practices of other 
companies. Marketing is fundamentally 
creative, and if the controller is to help 
in marketing-management planning, he 
must bring his creative powers into play. 
This does not mean that he will have to 
develop in himself the same idea fluency 
as the marketer. But it does mean that he 
will have to make his creative talents work 
to capacity. 

3. The controller also needs confidence 
to discuss all issues on the same level with 
marketing-management. Lack of confi- 
dence has been a fundamental weakness 
in the controller's relation to marketing- 
management. This appears to arise from 
the controller's lack of marketing educa- 
tion and from the marketer’s belief that 
he could manage “by the seat of his 
pants.” If the controller will improve his 
marketing knowledge, that in itself will 
develop confidence. Today’s marketers are 
realizing that decisions made on fact are 
better than those made on fancy, and 
hence they are most willing to accept in- 
formation which will enable them to do a 
better job. 


THE PROFESSIONAL ATTRIBUTES 
OF THE CONTROLLER WHO 
IMPROVES PROFITS 


Four of the seven needs of the control- 
ler, previously cited, are professional in 
nature. These are his tools and furnish 
him with the specific approaches he needs 
to lead marketing-management planning 
into a better profit position. 

4. The very first of these professional 
needs is to know the profitability of each 
marketing segment. The controller needs 
to show where profits are coming from 
and where losses are being created. Ob- 
viously, in order to improve anything, 
one must know where it stands now. The 
common marketing segments are prod- 


COMPANY D 


Statement of Customer Profitability—Territory 1 
for Year Ended December 31, 1960 








EXHIBIT D 
Total 
Sales 161,510 
Cost of Sales 128,465 
Gross Profit 33,045 
Costs Allocated on: 
Pound Basis 6,485 
Lines Billed 15,328 
Cost of Sales, Base 590 
Gross Profit Dollars 295 
Sales Dollars 884 
Calls 3,832 
Sum Total Cost 2,063 
Total 29,477 


Net Profit Before Taxes 3,568 


ucts, territories, and customers, and one 
must know how they stand in the box 
score of net profits. Also, in any particular 
industry, there may be other marketing 
segments whose status must be deter- 
mined. For example, a manufacturer sell- 
ing through different channels must know 
the profitability status of each channel. A 
distributor must know the profitability 
standing of warehouse sales and of direct 
sales. 

Marketing-segment standing can be 
presented in a statement of net profitabil- 
ity. Exhibit B is a Statement of Product 
Line Profitability. Note that it presents 
the net profitability of the products. Note 
also that products C and D had losses of 
approximately $56,000, nearly 30 per cent 
of the company’s total net profit. This 
kind of statement is the starting point for 
net-profit improvement. 

Exhibit C is a Statement of Territorial 
Profitability. This follows the format of 
the Statement of Product Line Profitabil- 
ity and shows the status of territories. 
Note that Territories 3 and 4 have about 
the same volume as Territory 1, and yet 
notice the difference in their net-profit 
positions. 





* THOMAS J. McGANN js vice presi- 
dent of Stewart, Dougall & Associates, 
Inc., New York City, management con- 
sultants Specializing in Marketing, and 
official consultant on marketing cost an- 
alysis to memberships of Steel Service 
Center Institute, National Association of 
Aluminum Distributors, Brass and Cop- 
per Warehouse Association, Canadian 
Steel Warehouse Association. Mr. Mc- 
Gann holds a B.A. degree from Boston 
College; an M.B.A., Graduate School of 
usiness Administration, Harvard Uni- 
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1001 1002 1003 1004 etc. 
4,986 8,212 812 1,249 
3,452 5,986 506 962 
1,534 2,226 306 287 
230 654 53 109 
620 1,280 140 201 
23 109 5 8 
11 54 5 4 
34 56 8 13 
138 408 26 54 
92 162 27 29 
1,148 2,723 264 418 
(131) 


(497) 42 


Exhibit D is a Statement of Customer 
Profitability. This, of course, must tie in 
with the Statement of Territorial Profit- 
ability, since customers are the buyers of 
products in a territory. This statement 
follows the cost-allocation approach used 
in preparing the product line and terri- 
torial statements. But the approach is 
abridged. Costs are assembled according 
to allocation bases and then charged to 
customers. This materially cuts down the 
number of calculations while presenting 
the same relative standings as would be 
shown if each functional cost center were 
individually spread to customers. 

As the first professional step, then, the 
controller needs to establish the standings 
of his marketing segments. The segments 
common to all industries are products, 
territories, and customers. And if a com- 
pany has some other marketing segment, as 
most companies do (such as channels, 
types of sales), these must also be meas- 
ured for profitability. This is the starting 
point for improving net profit. 

5. The second professional step is to 
analyze the statements of profitability to 
find the reasons for weaknesses and 
strengths in marketing operations. This 
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the State of New York and from the 
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business manager of the Journal of Mar- 
keting and has written for Industrial Dis- 
tribution, Iron Age, Industrial Marketing, 
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is the starting point for recommendations 
which will lead to decisions. Analysis is a 
thinking process; it follows up all pos- 
sible leads which come to mind. Thus, 
the controller may feel that a product is a 
loss because of its low line of billing 
amount. In analysis, he studies this to find 
out whether his belief is correct or not. 
Analysis thus requires concentrated at- 
tention and time devoted to search and 
proof. Such attention is sometimes difh- 
cult to give because of lack of time. But 
it must be given if the controller is going 
to help in improving profits. 

Profit improvement never happens by 
itself. It requires hard work, and the hard 


EXHIBIT E 


work is the analysis itself. Obviously, the 
analytical approach will be determined by 
the net-profit status shown on the profit- 
ability statements of each marketing seg- 
ment. But, fundamentally, the controller 
will be interested in finding the reasons 
for those standings, so that he can present 
them with conviction and can make rec- 
ommendations/A few illustrations of anal- 
ysis are in order now. 

Exhibit E is a Comparison of Two 
Products in the Same Family, with their 
data adjusted to a common sales base. 
Product #2 is a loss mainly because of its 
operating cost; it costs nearly twice as 
much to merchandise #2 as it does #1. 


COMPANY E 


Comparison of Products #1 and #2 of Same Family of Products 
for Quarter Ended December 31, 1960 


Adjusted to a Common Sales Base 
























































This double operating cost has come prin. 
cipally because of the large number of 
lines of billing; this in turn produced an 
average sale per line of less than one. 
third the average line sale of Product #1, 
Analysis suggests the need for recognition 
of cost differences which may be met by 
(a) a different method of packaging 
which might raise the average revenue 
per line to $34 by including its equiva- 
lent in stock, or (b) adjustment of the 
selling price to compensate for cost if the 
unit of sale will always remain small. 
Exhibit F compares the Net Profits of 
Two Territories. Both have the same vol- 
ume; yet #10 net profit is only 30 per 
cent of the net profit of #2. When the 
sources of net profit are computed in dol- 
lars and then put in index sos we see 
that Territory #2 held quite well the prof. 
its from its profitable customers and passed 
out only 23 per cent of its total profit in 








Difference its dealings with unprofitable and non- 
Prod. #1 Prod. #2 #2 vs. #1 pendwetiar ccceioda But Territory #10 
Sales 500,000 500,000 expended 153 per cent of its total profit 
Cost of Sales 367,985 384,414 on its unprofitable and nonproductive cus- 
Gross Profit 132,015 115,586 — 16429 - tomers. ‘This immediately suggests a te 
Operating Cost 111.937 196,974 + 85,037 view of the profitability status of Terti- 
tory #10’s customers, and also the aall 
Net Profit Before Taxes 20,078 (81,388) —101,466 ratio. 
oe dao ne Ser. eT In fact, every unprofitable customer's 
Number of Lines of Billing 14,783 47,548 + 32,765 profitability status was reviewed with the 
Average Sale Per Line $33.82 $10.52 — 23.30 salesman in this case; the reasons for loss 
were shown to hiin; and the adjustment 
of the salesman’s approach was agreed 
upon by sales manager and _ salesman. 
EXHIBIT F COMPANY F Management decided that 24 per cent of 
Comparison of Territories #2 & #10 calls on nonproductive accounts was too 
for Quarter Ended December 31, 1960 high and set a norm of 15 per cent for the 
Terr, #2 Terr. #10 company as a whole. This is now being 
ni gerne haa used by the sales manager to guide the 
Net Profit Before Taxes 11,395 3,474 calls of all the salesmen. 
Of course, nonproductive calls are nec- 
Sources of Net Profit essary to supply the future life-blood of 
Profitable Customers 13,984 8,795 the company. But we see that in this case 
Unprofitable Customers (1,938) (3,561) a decision had to be reached as to how 
Nonproductive Customers (651) (1,760) much of an investment of cost of calls on 
11,395 3,474 nonproductive customers was to be made. 
This is very important in the direction of 
indict: Net Beokt =x 100 salesman’s effort and the improvement of 
Profitable Customers 123 253 i profit. : . 
Mestiaiinsd Chatemers (17) (103) Exhibit G is an Analysis of a Loss 
Nonproductive Customers (6) (50) Customer. Note that actual performance 
— was compared to a standard and that the 
Net Profit ——_ 100 reasons for loss in this case were found to 
ies aan come from revenue per line of billing and 
Calls Made gross profit yield per dollar of call cost. 
Profitable Customers 356 51 This could be said in another way—too 
Unprofitable Customers 115 337 small orders and too many calls. 
Nonproductive Customers 68 9 With this kind of information, the 
Total 539 507 sales manager in question reviewed every 
= === loss customer’s performance with the 
Call Ratio salesman affected, and the salesman’s ap- 
SI ee 66% 10% proach to each loss customer was adjusted. 
Unprofitable Customers 21 66 Now the results of the adjusted approach 
Nonproductive Customers 13 24 are being examined to determine the suc- 
sa nn om cess of the change and what further ad- 
Po a justment is needed. 
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le prin. Exhibit H shows Company Objectives EXHIBIT G COMPANY F 
— of set a. for re — aia ~ 4 a : icin 009 re ae ae #10 
iced a roducts an or Quarter Ended December 31, 1960 
n ue Shes. Thus, for wr A the company “is = 
uct #1, does not believe it will ever be a substan- C24 'o¢ sales pr 
gnition tial factor in the market, but for Product lial 
met by D the company knows its penetration of — Gross Profit 238 
kaging the market is substantial and intends to PSN ra 
evenue capitalize on its stock composition which PS i PO aE oii 
>quiva- makes it such a big factor in its market. Sines Billed” sad 
of the These company objectives were developed Cost of Sales 5 
- if the after a market analysis which can be per- Gross Profit Dollars 3 
I. formed by the marketing department or ber Dollars = 
fits of by the controller. But market potential > 18 
1e vol- and penetration are needed by the con- mind 
30 per troller in his plans to improve net profit. Total Operating Cost 274 
en the At the risk of repetition, we will say roe ae 
in dol- again that analysis is the most important ell _(36) 
WE see single professional function of the con- 
> prof- troller in his effort to improve net profit. Reasons for Loss _ ee Standard 
passed If this is well done, recommendations and Gross Profit Rate 41.32% 35.51% 
ofit in decisions on recommendations are not Revenue Per Line of Billing $ 26.18 $ 86.64) 
non: dificult to make. ae — Per Dollar Pan penne ( Main Sources of Loss 
y #10 6. The next professional step is recom- iain fais 
profit mendations. These should follow without 
e Cus- difficulty if analysis is complete and con- EXHIBIT H COMPANY G 
a fe- vincing. The recommendations must be Product Penetration Objectives 
Terti- resented in a clear manner and must be % of Market % of Market 
e call ae up with pertinent data, so that ——_ ae yy Prod. D 
decisions can be made with conviction. — ——_—_——_. — 
ymer’s Once the decisions have been made, the bs 7 ig 
th the controller should assist in implementing 1963 3.50 41 
t loss them. He must see that the decisions are 1964 4.50 45 
tment put into effect. Since the controller is a 1965 5.50 50 
greed part of the company organization, he can 1960 1.25 34 
sman. exert his influence daily, if need be, to 
nt of see profit decisions put into action. 
is too 7? The final i lt step is to EXHIBIT | GROUP STUDY 
or the evaluate performance toward stated goals. INSIDE SELLING 
being Obviously, no decision for profit should for Quarter Ended September 30, 1960 
e the be considered finished when it is made. Co. A Co. B Co. C Co. D Co.E 
» nec pig og aed So reg Cost Per Person $2,547 — $3,113 ; $2,309 ‘4 $2,100 $2,731 
od of how nearly the decision is reaching its ee ee ssasacatid 1,053 372 1,053 916 1,608 
; case intended goal. If it is not progressing Cost of Handling One Order : 
how properly, the reason must be established by One Person $ 241 $ 837 $ 220 $ 229 $ 1.70 
Is on and corrected. So many of our marketing Standard (Co. E) ian td 8 paid 170 
nade. decisions have lacked measurement. The Wa cisions from Standard 71 6.67 50 59 
on of controller needs to keep evaluating in nates 
nt of order to hold the profit-improvement ship Reasons for Variation 
on course. Dollar Outlay (.18) 1.03 (.40) (.69) 
Loss Loss in Efficiency 89 5.64 -90 1.28 
- REDUCING COSTS 7 6.67 50 59 
p rs While our previous discussion has been Gross Profit Dollars Per Order 47.94 131.80 53.95 28.35 79.68 
and | ade through diccetion and. coceol ef Oro Pot Dells Pr Dalla 
- merchandising activities, did. : combaalies of Order Cost 19.89 15.75 24.52 12.38 46.87 
“20 eee Me ripe Ne yous se to do things without waste.” This means tion costs? How many companies have 
the 8 = ys Marketing that someone must determine when waste /aid down their expectations for quantity 
every cost structure, making these costs efficient exists and when it does not. In other and quality of production for all their 
the will commonly result in a reduction of words, some one must determine what is marketing costs? For some costs this has 
$ ap- Cost. expected of any cost concerning its quan- been done, to some extent at least. But for 
sted. We will define marketing costs as all tity and quality of production. all costs of marketing, the determination 
oach those costs below gross profit on the In the factory we say that a cost is of the ideal cost pattern in both quantity 
suc- P & L statement. The efficiency of mar- efficient when it produces X units of a and quality has generally not been done. 
- ad- keting cost also needs definition. Efficiency certain quality in one day. But has any- Exhibit I illustrates this point. None of 
is defined in the dictionary as “the ability thing like this been applied to distribu- the companies involved had set objectives 
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of quantity and quality of Inside Selling 
cost. Note how the physical production 
of the same function in five companies 
handling the same products ranged from 
372 units to 1608 units per person. The 
unit cost, which is a quantitative measure, 
varied from $1.70 to $8.37. And for 
quality of cost, one dollar of unit cost 
brought a revenue ranging from $12.38 
to $46.87. 

Thus, the control of marketing costs 
requires first that the ideal cost pattern 
must be established for the company in 
terms of both quantity and quality. Op- 
erating cost is really an investment and a 
company must state the amount of its in- 
vestment and what it expects from that 
investment. This is the starting point. The 
controller who develops the company’s 
ideal cost pattern has an excellent guide 
to an eventual cost pattern of efficiency. 

The status of marketing costs nationally 
would definitely appear to be one of con- 
siderable inefficiency. An article in Man- 
agement Review of March 1958 states 
“There are relatively few companies 
which do not have hidden cost-savings 
opportunities of 20 per cent to 30 per 
cent in their ne he costs.” (Overhead 


is here taken to mean all costs below gross 
profit. ) 

Personal experience of the writer indi- 
cates an even greater savings opportunity. 
Note in Exhibit ] the range of cost found 
in a recent Group Study of 10 Companies. 
These companies handle the same prod- 
ucts and sell in the same manner. Note 
that the unit-cost range is very significant ; 
in function B, the highest cost is five 
times that of the lowest. 

Cost-reduction opportunities abound in 
marketing. But the approach to these op- 
portunities is not with a meat axe, but 
rather through an intelligent appraisal of 
what we should spend and what we 
should get out of our expenditures. 

The only way to fully measure market- 
ing costs is by functions. A company 
hires people and pays out costs for the 
performance of specific marketing jobs, 
such as outside selling and billing. There- 
fore the controller should assemble his 
costs according to those functions so that 
he will know what he is paying to get a 
specific job done. Then he should de- 
termine how many units are produced in 
an activity. Now he can determine the 
unit cost. Eventually he can set a standard 
























































cost for a function, just as is done in the 
factory. 

The most effective way to get efficient 
quantitative marketing costs is by means 
of a Flexible Functional Budget, as shown 
in Exhibit K. Note how it is set up at 
various volume levels and the costs are 
broken into controllable and fixed ele. 
ments. But the most important feature js 
the unit cost. This emphasizes the quan- 
tity part of the efficiency goal and helps 
the controller get the water out of market. 
ing costs. This kind of budget has had 
good success in reducing marketing costs, 
As an illustration, one company reduced 
its delivery cost per ton by 40 per cent, 

A budget of this type would be pre- 
pared by the controller in co-operation 
with others; responsibility for budget 
performance would be assigned to per- 
haps four or five persons, and constant 
attention should be devoted to the unit 
cost. 


SUMMARY 


We can summarize our discussion as 
follows: 


The controller can play a key role in 
marketing-management planning. This 








EXHIBIT J GROUP STUDY—10 COMPANIES role will consist of (a) leading market- 
Lowest and Highest Unit Costs ing-management into a correction of mar- 
for Quarter Ended September 30, 1960 = _weaknesses and exploitation of 
Function Lowest Unit Cost Highest Unit Cost — yr. strengths, and (b) producing 
an efficient marketing-cost structure. The 
A $ 7.91 $ 26.98 inevitable result i - i . 
B 24.23 125.61 ment. This is What : bse atgerlis 8 
Cc 9.51 30.25 4 company management 
D 12.88 4097 is looking for. 
E 1.88 6.92 Company management also recognizes 
F 1.71 3.75 that its marketing practices can be im- 
G 62 2.33 roved. Th troller hol 
: ap p - The controller ho ds the key to 
1 1.02 238 net-profit improvement, because he is the 
one man who can put together the opera- 
tional figures in meaningful fashion to 
EXHIBIT K COMPANY M show the sources of profit improvement. 
Flexible Functional Budget (Monthly) * * * 
CIES fen san Come ee NOW IN PREPARATION at Controllers 
Institute Research Foundation is a study 
Volume Level $300,000 $325,000 $350,000 $375,000 dealing with the application of controller- 
aetna er. = Aetvagponon and with the way in 
Payroll $ 11,340 $ 12,285 $ 13,230 $ 14,175 which the controller can be most effective 
iidhins tahieen 1710 1850 1,995 2,140 in helping marketing to ~ its costs 
Heat, Light and Power 525 525 525 585 down. The study happens to be the first 
Packing and Supplies 1,500 1,650 1,800 1,950 major research project which the Founda- 
ogg i cae tion has undertaken in recent years. 
Total 15,075 $ 16,310 $ 17,550 18,850 ‘ y i 
el $ . Dr. Michael Schiff and Martin Mell- 
Fixed man, N.Y.U. Graduate School of Busi- 
Depreciation—Equipment $ 1,610 $ 1,610 $ 1,610 $ 1,610 ness Administration, have done the field 
Taxes on Equipment 80 80 80 80 work on the study, and their work has al- 
Insurance on Equipment ‘ ill w wd ” ready been reviewed several times by the 
Total $ 1,700 $ 1,700 $ 1,700 $ 1,700 Foundation’s Review Panel and its chair- 
man, Arthur L. Boschen, vice president- 
Total Budget $16,775 $ 18,010 $ 19,250 $ 20,550 finance, Richardson-Merrell Inc. By the 
= end of the year the Foundation expects to 
Tons to Ship 900 975 1,050 1,125 have in hand a final revision of the manu- 
script which Dr. Schiff is now preparing 
Cost Per Ton . . ie oe $___18.27 from the results of the study. 
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The 
National State Bank 


OF NEWARK, N. J. 
Established 1812 


Statement at the close of Business 


June 30, 1961 


RESOURCES 
Cash and Due from Banks . 


Securities—U.S. Government and its Agencies 
Securities —State—Municipal—Housing 

Other Bonds and Investments 

Loans and Discounts 

Real Estate Loans—Insured or Guaranteed 
Banking Houses—Furniture and Fixtures 


Accrued Interest and Other Resources 


LIABILITIES AND CAPITAL 


Capital ($12.50 par value) 

Surplus . 

Profits 

Reserve for Taxes, Interest, etc. 

Reserve for Dividend 

Unearned Discount and Other Liabilities . 


Bills Payable 


Deposits— 
Demand . ‘ 7 : .  $299,808,400.27 
Time . ; s ; , Rains 92,595,327. 15 


United States Government Securities at $2( 


$ 79,767,335.36 
75, 784,477.17 
72,210,426.29 
1,696,376.00 
175,550,856.82 
49,897 892.37 
5,069,401.79 
2,621,031.61 


$462,597,797.41 





$ 8,000,000.00 
24,000,000.00 
563,528.93 
2,288,848.50 
400,000.00 
16,.741,692.56 
15,000,000,00 


7) 
wo 


- 


~ 


392,403,727.42 


$462,597,797.41 


),488,292.46 are 


pledged to secure Public and Trust deposits and other Liabilities 


as required by law. 


Serving Newark and Suburban Essex 
with 22 convenient offices . a 


IRVINGTON e ORANGE e@ MILLBURN-SHORT HILLS 


WEST ESSEX-CALDWELL 


Member Federal Deposit Insurance Corporation 





DIRECTORS 


W. PAUL STILLMAN 
Chairman of the Board 





JUNIOR C. BUCK 
President, Hahne & Company 
Director, Associated Dry Goods Corp. 


JOHN J. CLANCY 


Lawyer 


DAVID J. CONNOLLY 


Chairman, Executive Committee 


NICHOLAS DEKKER 


Vice Chairman, America Fore Loyalty Group 


HERBERT M. ELLEND 

Lawyer 
FREDERICK H. GROEL 

Executive Vice President, 

The Prudential Insurance Co. of America 
JAMES V. IGOE 

Member, New York Stock Exchange 
ALBERT R. JUBE 

Vice Chairman of the Board, 

Collins & Aikman Corporation 


WILLIAM H. KEITH 

President 
ROY H. KIRCH 

Chairman of the Board, 

Edwin A. Kirch & Co. 
WILLIAM B. LICKLIDER 

President, 

United States Savings Bank of Newark, N. J. 
LYLE McDONALD 

Director, and Chairman of the 

Finance Committee, 

Public Service Electric & Gas Company 
H. BRUCE PALMER 

President, 

Mutual Benefit Life Insurance Company 
HOBART C. RAMSEY 

Chairman of the Board, 

Worthington Corporation 


CHARLES DALLAS REACH 
Chairman of the Board, 


Reach, McClinton & Co. Inc. 
M. WILFRED RICE 


Vice Chairman 


CHARLES J..ROH 
Chairman of the Board, 
Hospital Service Plan of New Jersey 
CLARENCE W. SLOCUM 
Fanwood, N. J. 
LOUIS STEIN 


President, Food Fair Stores, Inc. 


JOHN S. THOMPSON 

Past President, 

Mutual Benefit Life Insurance Company 
GEORGE B. UNDERWOOD 

President, 

Underwood Mortgage & Title Co. 
GEORGE A. VAUGHN, JR. 

New York, N.Y. 
MILFORD A. VIESER 


Executive Vice President, 
Mutual Benefit Life Insurance Company 
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Must 


TAX ACCOUNTING 
fly in the face of 
accepted accounting 
principles ? 


As 


Not if it can be 
finally established 
that the only real 
income is earned 





income. 





e M. J. SPORRER, a certified public ac- 
countant, is a partner of Arthur Andersen 
& Co., and was for many years partner in 
charge of taxes for the entire fm. He is 
presently in charge of its Chattanooga, 
Tenn., office. Prior to his present assocta- 
tion, he was with the Bureau of Internal 
Revenue in Washington, D. C., for sev- 
eral years and thereafter engaged in the 
practice of law in Chicago, Illinois. This 
paper was delivered before the Chatta- 
nooga Control of Controllers Institute. 


ACCOUNTANTS have long attempted to 
establish the principle that there is no 
income in an economic or accounting 
sense until income has been earned. And, 
broadly speaking, determination of the 
amount of income earned has been sought 
by matching gross income with appropri- 
ate expenses. 

ialadoustidy, the accounting profes- 
sion has not been so precise as conditions 
and circumstances have demanded, and 
the principle of accounting for income as 
earned has been applied as a label without 
careful delineation of the relationship be- 
tween elements of gross income and ele- 
ments of related expenses. 

As a result, there is at present so much 
confusion and inconsistency as to create 
a very real need for an authoritative re- 
statement of when a taxpayer realizes in- 
come. An approach to this occurred when 
sections 452 and 462 were included in 
the 1954 Internal Revenue Code. 

Section 452 permitted taxpayers on ac- 
crual basis, at their election, to defer the 
reporting of prepaid income until the 
year or years in which it was earned. 
Section 462 permitted taxpayers, at their 
election, to deduct reasonable additions to 
reserves for various types of estimated ex- 
penses. 

However, both sections were repealed 
June 15, 1954, effective retroactively, and 
taxpayers were again er, ge to try to 
resolve their problems under other broad 
regulations of the 1939 and 1954 Codes 
and under court decisions and revenue 
rulings growing out of the two codes. 

Actually, the principal differences at 
present between tax and business account- 
ing may be summed up under three 
simple propositions: 


1. Prepaid income vs. earned income; 

2. Matching income with related ex- 
penses ; and 

3. Estimated expenses accrued. 


However, before discussing these in 
detail, let us study some of the specific 
items which produce differences between 
a balance sheet according to the taxpayer's 
books and on a tax basis as outlined in 
Exhibit I. 


PREPAID INCOME VS. 
EARNED INCOME 


Prepaid income generally consists of 
the receipt of amounts for services or 
goods during a period prior to that in 
which it may unequivocally be regarded 
as income. In accounting for such items 
on the books of a taxpayer, they may be 
shown among the liabilities, because the 
taxpayer recognizes that unless he per- 
forms the services, or delivers the goods 
for which the amounts were received, he 
will have to repay. In reports to stock- 





holders the items may be shown as de. 
ferred credits on the liability side of the 
balance sheet, unless the amounts are not 
material considering their size, or th 

may be included among other liabilities, 

Where a taxpayer has consistently fol- 
lowed the practice of deferring such te. 
ceipts and taking them up ratably during 
the period in which they are earned, there 
seems to be no sound business or account- 
ing reason for distorting the income prop- 
erly shown by his books and requiring 
taxation of the entire amount in the year 
received. Yet there have been many cases 
decided by the courts which have held 
prepaid items to be taxable under the 
“claim of right’’ doctrine. 

As applied to taxable income, this 
theory is that, when a taxpayer receives 
funds during a taxable year under a claim 
that he has the right to possession and 
use of the funds with no restrictions as 
to their disposition, it is income even 
though the claim subsequently is found 
to be invalid and the taxpayer is required 
to repay the funds, and even though he 
is required to furnish goods and services 
in the future at his expense. (North 
American Oil Consolidated v. Burnet, 
286 U. S. 417; United States v. Lewis, 
340 U. S. 590). 

In the so-called ‘container cases” the 
courts have also held that amounts te- 
ceived as deposits for containers should 
be treated as income in the year in which 
the product was sold, even though the 
taxpayer was obligated to repay the de- 
posit upon the return of the containers. 

Other cases in which the courts have 
held the amounts received in advance 
were to be treated currently as income are: 


Commissions on insurance policies sub- 
ject to reduction on cancellation of pol- 
icies 

Advance royalties 

Prepaid advertising 

Coupons obligating taxpayers to deliver 
future services or merchandise 

Services to be rendered in later periods 

Health clubs 

Dancing schools 

College of Optometry 

(However, recently the Court of Ap- 
peals, 8th Circuit, in the Schlude 
case involving a dance studio, al- 
lowed the taxpayer to defer income. 
This is in line with the decision of 
the 2nd Circuit in the Bressner 
Radio case which allowed a tele- 
vision repair man to defer prepaid 
service fees; but it is contrary to 
the decision of the 7th Circuit 
Court decision in the Streight 
Radio and Television, Inc. case 0 
which a television repair man was 
not allowed to defer prepaid serv- 
ice fees.) 
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Qi] bonuses—no operations until later 
years 
Tickets covering future transportation 
Airlines 
Buses 
Possible excess revenues received by util- 
ities unless known to be excessive and 
subject oP rege refund after end of 
year-refundable portion excludable 
Fees and tuitions 
Membership fees 
Automobile clubs 
Deposits on orders subject to cancellation 
or refund 
Advance rentals 


On the other hand, the courts have al- 
lowed deferment of prepaid income in 
some cases under what has become known 
as the “trust fund’’ doctrine. Among 
these and related cases are: 


Escrows 

Care and maintenance element in pro- 
ceeds from cemetery lot sales 

Contract termination settlements which 
are uncertain in amounts 

Deposits received from tenants and re- 
quired to be held by landlord as secu- 
rity for performance under leases 

Receipts earmarked and set aside as a 
trust fund for specific purposes, per- 
formances, rendering of designated 
services, etc. (Seven-Up Company— 
amounts paid by distributors to manu- 
facturer to be used for advertising. ) 

Receipts, the use of which is restricted 
by contract, by a regulatory body, or 
over which the recipient has no claim 
of right 

Prepaid subscriptions 
However, this has now been taken care 
of by the addition to the Code in 1958 
of section 455 relating to prepaid sub- 
scription income 


Collection doubtful 


It is suggested that, since the tendency 
seems to be to tax everything called in- 
come as received, a change in the termi- 
nology might permit proper accounting. 
It might be possible to avoid taxation 
upon receipt of items by calling them 
“advances applicable to future opera- 
tions” or just simply “deferred credits.” 
Of course, the safest way to avoid having 
advance payments taxed is to frame the 
transactions to come within the court 
decisions referred to. 


MATCHING OF INCOME WITH 
EXPENSES 


This is a cardinal principle of business 
accounting. If you sell an article of mer- 
chandise, your income or profit is the 
excess of the sales price over the cost 
of the article minus the selling, delivery, 
and other expenses which you will incur 
in delivering the article to the customer. 





EXHIBIT | 
SPECIFIC ITEMS TREATED DIFFERENTLY 
Taxpayer's Books 


Tax Accounting 





Bad debts 
Charge off 
Inventories 
First in, first out 
Deferred charges and prepaid ex- 
penses 
Expensed 
Depreciation 
Straight line 
Amortization-emergency facilities 
Depreciated-straight line 
Patent and development expense 
Expensed 
Good will, trademarks, etc. 
Amortize—no current deduction 
Losses 
Expensed 
Capital stock 
Issued for cash 
Stock dividends 
Stock options 
Surplus 
Capital 
Paid in 
Appreciation 
Earned—prior to 3/1/13 
—after 3/1/13 
Consolidated returns 
Elimination of intercompany 
gains or losses 


Reorganizations unless _ specifically 
consummated to conform with code 
provisions 


Addition to reserve 


Last in, first out 


Capitalized 

Accelerated 

Accelerated 

Capitalized 

Frozen 

Deferred (i.e., Cuba) 

Same 

Restored to surplus 

Treatment deferred 

May be different 

May be different 

Not recognized 

Accumulated earnings and profits 
Recognition of gains or losses upon 


disposition of assets to others out- 
side of consolidated group 





If you rent a piece of property, your in- 
come is the excess of the rent received 
over the costs and expenses you will in- 
cur for upkeep, maintenance, repairs, 
taxes, and depreciation. 

To determine the true income for a 
particular period, it is essential, there- 
fore, to “match” or correlate income with 
the expenses that will be incurred in 
earning such income. However, tax ac- 
counting, in many instances, requires the 
inclusion of income in one period and the 
expenses of earning such income in an- 
other period, resulting in serious distor- 
tions and inequities. 

Regulations section 1.461-1 provides in 
part: 


Under an accrual method of accounting, 
an expense is deductible for the taxable year 
in which all the events have occurred which 
determine the fact of the liability and the 
amount thereof can be determined with 
reasonable accuracy. * * * While no ac- 
crual shall be made in any case in which 
all the events have not occurred which fix 
the liability, the fact that the exact amount 
of the liability which has been incurred can- 
not be determined will not prevent the ac- 
crual within the taxable year of such part 
thereof as can be computed with reasonable 
accuracy. * * °* 





Many taxpayers litigated the accrual of 


real estate taxes, now partially solved 
through the election available under sec- 
tion 461 (c) of the 1954 Code. Un- 
fortunately, section 461 (c) applies only 
to real estate taxes, leaving personal prop- 
erty taxes, which are generally treated 
in an identical manner, unaffected. 

The Commissioner had consistently 
taken the position that such taxes accrued 
on a certain day. The taxpayers insisted 
that they accrued ratably throughout the 
year under the proper application of the 
accrual method of accounting. This illus- 
trates the basic difference of opinion be- 
tween the Commissioner and taxpayers 
with respect to accrual basis accounting. 

The Commissioner’s viewpoint is that 
a definite, precise liability occurs at a 
given moment, as for instance when tax 
rolls are delivered to a county treasurer’s 
office, when an agreement is formally 
signed, and the like. On the other hand, 
the accountants’ and businessmen’s con- 
cept is that costs, such as real estate and 
personal property taxes, vacation pay, 
liabilities for product guarantees, freight 
allowances, etc., must be paid inevitably; 
therefore, such costs should be charged 
ratably to the period to which they ap- 


ply. 
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Certainly no competent businessman 
working on a cost-plus contract would 
ignore such items simply because an an- 
niversary date or so-called “‘identifiable 
event” did not occur until shortly after 
the completion of the contract. 

As to deductions for other expenses, 
the Commissioner generally ruled against 
taxpayers but taxpayers have been success- 
ful in getting deductions in some cases, 
among which were: 


Bonuses to employes earned in one year 
but paid in the next 
Commissions to salesmen even ene a 
ment is contingent on collection from 
customers during the following year 
Cost of back-filling coal lands which have 
been strip-mined 
Brokerage commissions, packaging, labor 
and shipping costs 
Prepaid expenses 
Unrefundable payment for feed to be 
delivered in the following year 
Advertising 
Promotional work 
Catalogs if use began in following year 
Guaranteed liability 
Cost of service on furnaces sold by tax- 
payer—Schuessler case 
Estimated cost of repairs and replace- 
ments on transformers 





ESTIMATED EXPENSES ACCRUED 


If the expenses chargeable against in- 
come for a particular period cannot be 
determined with mathematical precision, 
the accountant will use an estimate based 
on the taxpayer's experience, industry ex- 
perience, or other relevant facts. 

Many deductions involve estimates. De- 
preciation is on the estimated useful life 
of buildings, machinery, or other depreci- 
able asset. The bad-debts reserve is an 
estimate. 

As stated previously, the repealed sec- 
tion 462 would have permitted taxpayers, 
under certain conditions, to deduct reserves 
for future estimated expenses attributable 
to income of the current taxable year. 
Under existing rules, the situation is en- 
veloped in bewildering confusion. Some 
courts recognize the accrual of future ex- 
penses based on reasonable estimates, 
whereas other courts disallow such de- 
ductions unless the amount of the accrued 
expense is fixed and determinable with 
mathematical accuracy. 

The effect of these rules is to accelerate 
the reporting of income and to delay the 
deduction of expenses. This enables the 
Treasury Department to collect the reve- 
nues earlier but it does not mean that it 


CONTROLLERSHIP 2 action 





MEMBERS OF THE PANEL ON ACCOUNTING PROCEDURES at a recent 
meeting held in New York discussing an accounting point with the chair- 
man, William A. Crichley (center), treasurer, Diamond Alkali Company, 
Cleveland, Ohio. To the left is Donald F. MacEachern, chief accountant, 
American Telephone & Telegraph Company, New York, and to the right 
is Wilbert A. Walker, president-elect of the New York City Control, 
1961-62, administrative vice president, United States Steel Corporation. 








gets any more revenue over the long run, 
It may get less. 

True net income, according to business 
accounting, can be determined only by 
assigning income to the period in which 
it is earned and matching against it the 
expenses attributable to earning it. 

However, among the cases decided in 
favor of the Commissioner were: 


Reserves for estimated expenses gen- 
erally 

Advance charges for moving merchan- 
dise into and out of warehouse 

Back-filling 

Guarantee in connection with sale of 
gas furnaces 

Reserve for patronage contracts 

Guarantee to replace defective ma- 
chinery 


Possibly the most important of the 
foregoing cases at present, since the 
Senate Finance Committee saw fit to 
quote from it in its report on H. R. 4725 
repealing sections 452 and 462, is the 
Pacific Grape Products Company case. 
This case dealt with the accrual of in- 
come from sales, and of shipping ex- 
penses and brokerage fees allowed, where 
the title to fungible goods sold passed 
during the taxable year. 

According to trade usage, taxpayer 
billed buyers for goods on hand that 
were not yet labeled or cased and for 
which the buyers had not yet issued ship- 
ping instructions at December 31 of each 
year. It also accrued in the same year and 
deducted in its returns the estimated costs 
of labeling and preparing the goods for 
shipping and brokerage fees paid in the 
following year. 

The Tax Court, six judges dissenting, 
supported the Commissioner in throwing 
the income into the later years. The U. S. 
Court of Appeals, Ninth Circuit on Feb- 
ruary 10, 1955, reversed. 

In his dissenting opinion, Judge Opper 
of the Tax Court said: 


The practice of disapproving consistent 
accounting systems of long standing seems 
to me to be exceeding all reasonable bounds. 
(See Heer-Andres Investment Co., 17 T. C. 
... November 19, 1951.) Methods of keep- 
ing records do not spring in glittering pet- 
fection from some unchangeable natural 
law but are devised to aid businessmen in 
maintaining sometimes intricate accounts. 
If reasonably adapted to that use they 
should not be condemned for some abstruse 
legal reason, but only when they fail to re- 
flect income. There is no persuasive indica- 
tion that such a condition exists here. On 
the contrary, a whole industry apparently 
has adopted the method used by petitioner. 

It will not do to say that respondent 
should not have disturbed petitioner’s ac- 
counting method, but that since he has done 
so, we are powerless to do otherwise. As 
long as we continue to approve the imposi- 
tion of theoretical criteria in so purely prac- 
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tical a field, respondent will go on attempt- 
ing to seize on such recurring fortuitous 
occasions to increase the revenue, even 
though he may actually accomplish the op- 

site. (Cf. Heer-Andres Investment Co., 
mpra; Robert G. Frame, 16 T.-C, 6002) 1 
think it evident that petitioner's generally 
recognized accounting system did not distort 
its income and that it should be permitted 
to continue to use it. (Cf. Atlantic Coast 
Line RR Co., 4 T.C. 140.) Van Fossan, 
Murdock, Leech, Johnson and Tietjens, JJ., 
agree with this dissent. 


The Court of Appeals, agreeing with 
the dissenting judges, said: 


We think also that petitioner correctly 
treated the brokerage fees relating to the 

oods billed on the December 31 dates as 
deductible expenses in those years. The Tax 
Court disapproved this procedure on the 
ground that it thought there was a failure 
to introduce evidence of the contracts with 
the brokers to show that there was any 
fixed liability for the brokerage fees prior 
to the payment of the purchase price for the 
goods. The evidence, however, showed that 
the brokers doing business with the industry 
contracted in accordance with the estab- 
lished trade practice of considering that 
title to the unshipped goods passed on the 
billing dates, and that the brokerage fees ac- 
crued to the broker on those dates. In our 
view the finding that there was want of 
ptoof on this point is clearly erroneous. 

In 1944 petitioner sold fruit products to 
the United States Government. There is no 
dispute but that the title thereto passed to 
the United States in 1944. However, the 
Tax Court approved the action of the Com- 
missioner in disallowing the accrual on 
petitioner’s books in the year 1944 of the 
estimated expenses of crating the canned 
goods sold to the Government. This crating 
occurred in 1945. For the same reasons pre- 
viously indicated we hold that this 1944 de- 
duction was proper. 

Finally, we are of the view that the pe- 
titioner’s method of accounting clearly and 
accurately reflected its income wholly apart 
from the question whether title to the goods 
did or did not pass to the buyers on the 
dates of billing. Upon this aspect we are 
agreed with what the six dissenting judges 
said in this case. 

Not only do we have here a system of 
accounting which for years has _ been 
adopted and carried into effect by substan- 
tially all members of a large industry, but 
the system is one which appeals to us as so 
much in line with plain common sense that 
we are at a loss to understand what could 
have prompted the Commissioner to dis- 
approve it. Contrary to his suggestion that 
petitioner’s method did not reflect its true 
income it seems to us that the alterations 
demanded by the Commissioner would 
wholly distort that income. 


Before the enactment of sections 452 
and 462 of the 1954 Code, it was evident 
that deductions for “estimated expenses” 
would be challenged, in any case in 
which they were discovered, upon review 
by the Internal Revenue Service exam- 
inets. In this connection it may be stated 
that in all probability there were very 
Many cases in which deductions which 
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were claimed as a matter of course were 
never discovered because (1) they were 
labeled to indicate they were ordinary and 
necessary expenses applicable to the cur- 
rent period and so treated upon the books, 
so as not to require a reconciling adjust- 
ment in the tax return, or (2) they were 
reclassified or included under other items 
which were clearly deductible. 

Frequently an item would be approved 
upon review as a proper deduction if 
shown on the books and tax returns as 
an accrual instead of as a reserve. For 
example, if a provision were recorded for 
anticipated vacation cost as part of labor 
costs of the year in accordance with a con- 
sistent policy, often no question would be 
raised; however, if it were shown as re- 
serve for vacation pay, it would certainly 
be challenged. 


RESERVES 


Considerable confusion exists with re- 
spect to the word “‘reserves.”’ Dictionaries 
define the term generally as something 
held or retained for a purpose, frequently 
for emergencies. To many persons a re- 
serve means a fund to provide financial 
independence after retirement from active 
business, or specific assets retained for 
some other specific purpose. The term is 
also used to indicate such assets as oil 
and gas properties which are held for 
future development. In accounting, such 
assets, according to their nature, are re- 
ferred to as funds or deposits. 

Reserves, as contemplated by account- 
ants and tax practitioners, may be used 
either (1) as an asset valuation account, 
(2) an estimated liability, or (3) an ap- 
propriation of surplus. 

Reserves for depreciation, bad debts, 
decline in market value of securities and 
decline in value of inventories are il- 
lustrations of asset-valuation reserves. 
These are generally shown on the asset 
side of a balance sheet and deducted from 
the assets to which they relate. 

Reserves for taxes, insurance, employe 
benefits, product guaranties and war- 
ranties, and vacation pay are examples of 
reserves for estimated liabilities. They are 
generally shown on the liability side of 
the balance sheet, among current liabil- 
ities, because they represent the unpaid 
balances of charges to expense accounts in 
the current period to properly determine 
the net operating income of the period. 
These are of the type with which we are 
presently concerned. 

Reserve for plant expansion and te- 
serves for retirement of bonds are illus- 
trations of surplus reserves and are gen- 
erally shown on the liability side of a 
balance sheet under a separate classifica- 
tion. They may also be shown in the net 
worth section. Their purpose is to ear- 
mark a portion of the surplus which is 
considered to be not available for dis- 
tribution as dividends. 

(Continued on page 412) 
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Management 
Planning 
Highlighted 
at 
Northeastern 
Area 
Controllers 
Conference 


SOUND MANAGEMENT PLANNING, both 
long- and short-range, as the real key 
to greater profits was the theme that 
carried through the entire program of 
the 1961 Northeastern Area Conference 
of Controllers Institute of America, held 
June 8-10 at the Lake Placid Club, Lake 
Placid, N. Y. The Conference was spon- 
sored by the Syracuse Control. 


* * * 


MANAGEMENT PLANNING AND 
CONTROL 

James F. Lillis, vice president and 
controller, International Telephone & 
Telegraph Corporation, speaking to the 
members on the importance of manage- 
ment planning and control, expressed 
the view that the principal objectives of 
business enterprises are to maximize 
long-run profits from use of economic 
sources under their control, and to seek 
investment opportunities for profitable 
employment of additional resources. 

Starting with this assumption, Mr. 
Lillis, who is also chairman of the In- 
stitute’s Management Planning and Con- 
trol Committee, pointed out that we can 
quickly conclude that all planning must 
ultimately be expressed in financial 
terms, and it is this requirement that 
makes the controller the key figure in 
the management and control function. 

Mr. Lillis recalled that some time 
ago, the officers and directors of CIA 
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Reviewing the Conference program are (left to right): Bernard J. Whitbread, Conference 
general chairman; William M. Hall, Syracuse Control president and Conference vice chair- 
man; Burdette A. Johnson, Northeastern Area vice president; and Roderic M. Wilder, di- 


rector from Region II. 


recognized that the concept and appli- 
cation of management planning and 
control was fundamental to the success 
of any privately owned business enter- 
prise. They also knew that this area of 
the business operation represented an 
almost uncharted field of knowledge. 

To explore and develop new tech- 
niques in this burgeoning science, and 
to indoctrinate those who would be its 
practitioners, Controllers Institute es- 
tablished its Management Planning and 
Control Committee to pursue a fivefold 
objective : 

1. To induce a wider acceptance by 
management of the fact that scientifi- 
cally planning and controlling of the 
entire business for maximum over-all 
profit realization is a basic function that 
should be made a recognized and con- 
tinuing part of the business; 

2. To increase the controller's under- 
standing of his responsibilities and ac- 
tivities in promoting, coordinating and 
using the planning and control func- 
tion; 

3. To accumulate experience in the 
field of management planning and con- 
trol; 

4. To provide for the development 
and testing of new methods designed 
to further the objectives of sound plan- 
ning and control; and 

5. To disseminate applicable case ma- 
terial. 


(left) President-elect Arthur L. Boschen, vice 
president-finance, Richardson-Merrell Inc., ad- 
dresses CIA members following his election 
by the Board of Directors. 


(below) The 1960-61 president of Controllers 
Institute, Frank S. Capon, greeting speaker 
Allan H. Mogensen, consultant, following his 
talk on work simplification. 


CIA presidents, 
past, present 
and future 
gather 
together 


(left to right) 


J. McCall Hughes 
(1958-59) 


Arthur L. Boschen 
(1961-62) 


Frank S. Capon 
(1960-1961) 


Roger A. Yoder 
(1959-60) 


James L. Peirce 


(1957-58) 


Robert N. Wallis 
(1955-56) 
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tier Cotporation who presented a case study of cor- 
tor.—Braxton, Fenn, O'Neill, Holm). 




























on of the Conference program committee; Melvin C. 
oporation speaker, and president-elect Boschen and In- 
iigopon hold a post-session critique. 







CORPORATE PLANNING— 
A CASE STUDY 


One of the highlights of the Confer- 
ence was a case study of corporate plan- 
ning by a team of top executives of the 
Carrier Corporation. Team members 
were Melvin C. Holm, executive vice 
president and assistant to the chairman; 
Charles V. Fenn, executive vice presi- 
dent and assistant to the president; 
Winston B. Braxton, director of plan- 
ning; and Thomas J. O'Neill, comp- 
troller. 

Mr. Holm opened the session by giv- 
ing the members some background in- 
formation on the products and corporate 
structure of Carrier, and then intro- 
duced Mr. Braxton who discussed the 
company’s long-range planning policies. 


LONG-RANGE PLANNING 


Mr. Braxton explained that his com- 
pany believes it must do a good job of 
looking ahead if it is to take full advan- 
tage of the opportunities that exist for 
the various businesses in which it is en- 
gaged. 

In a large corporation, Mr. Braxton 
pointed out, plans emanating from var- 
ious Operating units must be based on 
a common set of assumptions regarding 
the future economic climate so that such 
plans are comparable with one another. 

The development of these plans must 
necessarily be performed by personnel 
of various operating units down at the 
“grass roots’ level. However, after re- 
view and acceptance, the compilation of 
the individual plans into a master plan 
must be performed at the corporate 
level. In short, the function of plan- 
ning, whether short- or long-range is an 
inherent duty of the divisional manage- 
ments and the departmental heads re- 
porting to such groups. 

It would be wrong, Mr. Braxton de- 
clared, to minimize the problems and 
drawbacks in instituting a thorough 
long-range planning program. The great- 
est proof that these exist is that such 
active programs have not as yet been 
satisfactorily implemented by a major- 
ity of companies. The most difficult part 
of long-range planning is the formulation 
of basic long-range objectives of the busi- 
ness. In this respect, he noted, those who 
appear to have been most successful in 
long-range planning have gone through 
what amounted to an “agonizing re- 
appraisal” of their business in setting 
down such objectives. 


SHORT-RANGE PLANNING 

Mr. O'Neill described Carrier's short- 
range planning, or budgeting, as a pro- 
gram which is divided into two differ- 
ent phases: (1) The budget objective 


phase, and (2) The final budget phase. 

The budget objective is a manage- 
ment tool that is used to get an early 
look at the prospects for the coming 
year. It makes possible an early study by 
general management of planned profit 
improvement programs and their tim- 
ing. Also, it permits the establishment 
of a realistic budget target, prior to the 
preparation of actual detailed budgets, 
so as to minimize reworking of pro- 
posed final budgets to the greatest ex- 
tent possible. 

The final fiscal year budgets, Mr. 
O'Neill explained, are prepared in con- 
siderable detail. Without such detail, it 
would not be possible to apply a sound 
budgetary control procedure. These 
budgets must represent a realistic plan 
of accomplishment and one that can be 
attained by vigorous effort. In other 
words, they are established in such man- 
ner that control of operations within 
their limits will be regarded as a job 
well done. 


ROLE OF THE CORPORATE STAFF 
IN PROFIT PLANNING 


Mr. Fenn, speaking on the role of 
the corporate staff in profit planning, 
prefaced his remarks by listing four 
important ways in which profits can be 
improved, these being: First, by selling 
at higher prices; second, by producing 
at less cost; third, by operating at lower 
expense levels; and fourth, by increas- 
ing sales volumes. 

Mr. Fenn expressed his belief that 
the role of the corporate staff in profit 
planning is one of growing importance, 
and that only those companies that plan 
for a profit will end up making a profit. 
With selling prices as they are today, 
planning for a decrease im costs and 
expenses, and also for increasing sales 
volume, which might well mean obtain- 
ing a larger share of the market, is the 
best way of planning for profits. 


MAXIMUM RETURNS 
FROM RESEARCH AND DEVELOPMENT 


If research is subject to normal sound 
business considerations just like other 
equally important company functions, 
maximum returns will be obtained and 
research will be under adequate control. 
Both research and other company func- 
tions share this responsibility. This was 
the belief expressed by speaker C. O. 
Tongberg, executive vice president, Esso 
Research and Engineering Company. 

Research will never prosper in a fi- 
nancial strait jacket, but financial ac- 
countability is essential. Financial state- 
ments should be issued periodically and 
it should be clearly understood that the 
research organization has to live within 
its budget. (Continued on page 399) 
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EXECUTIVE CONTROL— 
THE CATALYST* 


By William Travers Jerome III 


The raison d'etre of this excellent 
treatise on executive control is clearly ex- 
pressed in the preface of the book, when 
the author says “Readers who are familiar 
with some excellent recent books and 
articles dealing with controllership, man- 
agerial accounting, and budgeting may 
feel that the subject of control has already 
been adequately covered. To a degree this 
is true. Yet it is this tendency to approach 
control from the standpoint of the ac- 
counting and financial function and now 
increasingly from the mathematical point 
of view that provides one of the needs 
and challenges for this kind of book.” 

The author’s aim is to show that ex- 
ecutive control can and should be a crea- 
tive force in business—a catalytic agent 
that will release a firm’s unrealized poten- 
tial. He accomplishes this aim by develop- 
ing a simple yet powerful idea: Executive 
control is, or should be, a systematic effort 
to evaluate actual performance in the light 
of clearly defined over-all objectives. This 
evaluative process serves as the basis for 
allocation of resources and for corrective 
action. Control in this setting can be 
quite appropriately defined as “‘the pres- 
ence in a business of that force which 
guides it to a predetermined objective by 
means of predetermined policies and de- 
cisions.” 

In the absence of well-defined objec- 
tives and a clear philosophy of managing, 
control is nearly unattainable no matter 
how modern the techniques themselves 
may be. Has top management, for ex- 
ample, determined the markets it wants 
to serve, the investment in plant and 
equipment it is prepared to make, the 
attitudes of its several publics it hopes to 
create? Does top management want to 
encourage individual initiative and, if so, 
how has it sought to create the climate 
necessary for such initiative and creativ- 
ity? In other words, are the control tech- 
niques consistent with the firm’s objec- 
tives and management philosophy? 






Business controls represent the pattern 
of activity followed by the skilled execu- 
tive in order to achieve some mastery 
over his environment. Most executive or 
business controls have placed far too 
much emphasis upon conformity and com- 
pliance. Control and conformity, in their 
extreme, minimize change and to suppress 
change is to stultify progress and creativ- 
ity. Management control, therefore, must 
be discussed against a background of com- 
plexity and change. 

The author treats these several elements 
in a knowledgeable manner under Evalu- 
ation of Performance, The System of 
Control and The Art of Review and 
Analysis. Case studies are included which 
show how ideas similar to those devel- 
oped in the book have been applied in 
three major American business enter- 
prises: Du Pont, General Electric and 
the Koppers Company. 

Of particular interest is the author’s 
statement that “one aspect of acquiring 
skill in control deserves more attention 
than I have thus far given it, namely; the 
importance of creating a satisfactory cli- 
mate for control and of understanding 
what makes this climate.” Another way 
of saying this is that skill in manipulat- 
ing the techniques of control is not 
enough. Top executives must also be 
people-minded, since it is people who are 
ultimately affected by the techniques. 

Those who by either disposition or 
training tend to be figure-minded or 
thing-minded are inclined to minimize 
the importance of setting the proper cli- 
mate for control or even the work en- 
vironment itself. The significance of ideas 
and attitudes may be given lip service by 
executives who regard these as simply 
another variable to be factored into the 
firm’s decision-making models. The ‘‘peo- 
ple” problem, however, is more complex 
than this. In other words, the manager 
must see to it that the decisions made and 
control techniques used are consistent with 
the underlying ideas, attitudes, and mo- 
tivations comprising the firm’s climate. 
Those managers who lack knowledge of 
or sensitivity to their firm’s control cli- 
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mate will find good decision-making dif. 
ficult and any unified direction almost 
impossible, 

The meaning and significance of cj- 
mate to top-level control, as well as its 
relationship to decision-making, involves 
an aspect of the manager’s work not gen- 
erally understood. I am referring to the 
fact that at top levels executives no longer 
deal with things firsthand. Instead, they 
are concerned with ideas, concepts, and 
relationships—and they are often second- 
hand. 

The skills required of top-level execu- 
tives are therefore quite different. At top 
levels, the job of management in our 
large firms has been changing more 
rapidly than generally recognized. Top 
executives are no longer “doers” or “ex- 
ecutors” in the oider sense of rolling up 
their sleeves if necessary and getting 
things done through a lot of specific di- 
rectives. Their job has become more and 
more one of “policy making’. This can 
be described as creating the climate or 
setting the stage for getting things done. 
Thus, it is this climate or environment 
that provides the basic control, not di- 
rectives. 

Those charged with any aspect of man- 
agement will want to read Executive Con- 
trol—The Catalyst in its entirety. For 
reasons of his own, one may be more in- 
terested in the details of the System of 
Executive Control; another’s immediate 
information requirement may be in the 
area of Evaluation of Performance; still 
another the Art of Review and Analysis, 
each carefully and skillfully developed as 
parts of the book. While the book, in its 
entirety, is a significant contribution to 
the literature on the subject, the chapter 
on The Climate for Control, became for 
me the most important contribution of 
the book. While there is every evidence 
that the “tools” of management are be- 
coming more scientific and more effective 
in the hands of management, I do not 
have the conviction that the concepts and 
ideas advanced under the climate aspect 
of control are as well known, understood, 
and practiced. 

On the chance that there may be some 
readers of this review who may not have 
the opportunity to read the book itself, I 
have excerpted at length from the author's 
presentation on the subject of climate for 
control. If there were no other reward 
from the reading of the book than the 
ideas expressed in this chapter, I would 
feel amply rewarded. 

“The skills required of top-level execu- 
tives are therefore quite different from 
those required of the executives whose 
work brings them daily into the shop or 
market place. The skills are different be- 
cause the job of managing is different. 
Not only must the top-level executive 
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be able to think about and to deal with 
concepts and relationships and peoples 
hopes and aspirations; he must also have 
the facility for communicating his wishes 
through others. 

“Ideas and attitudes, in brief, become 
very real things for accomplished man- 
agers. Every successful leader knows this 
—knows that some showmanship is 
needed and expected. Loyalty and morale, 
for example, are vital factors in any 
human endeavor. They can lead to in- 
creased productivity and to decreased 
costs; they can help promote progress 
and encourage creativity. These are the 
sort of ideas that comprise climate and 
in turn nurture it. These are the attitudes 
that an effective system of executive con- 
trol must make possible, because without 
such ideas and attitudes top-level control 
is a feeble, lusterless thing. 

“Any firm contemplating a sepennien 
or reorganization of its system of execu- 
tive control should pay particular atten- 
tion to the attitudes of superiors to sub- 
ordinates. Such attitudes condition the 
approach to control and definitely limit 
what may or may not be accomplished 
toward control in that firm. The relevant 
attitudes growing out of the superior- 
subordinate relationship can be identified 
in a number of ways: The amount of 
authority and responsibility delegated, the 
way line and staff interact, the kind and 
number of training programs offered, the 
approach to budgeting and planning fol- 
lowed, and the system of incentives used 
for hourly and salaried personnel. 

“Where top managers have confidence 
in the judgment and abilities of their sub- 
ordinates, the system of control tends 
away from centralization toward decen- 
tralization. In the firms that advocate de- 
centralization, jointly determined goals 
and objectives are emphasized rather than 
compliance with policies and procedures. 
Central staff serves as consultants, not 
as irresponsible home office emissaries. 

“An executive’s attitude toward con- 
trolling must both influence and be in- 
fluenced by his ideas toward managing ; 
that is, of getting things done. 

“The common description of managing 
usually centers around the five activities 
of (1) planning, (2) organizing, (3) 
coordinating, (4) executing, and (5) 
controlling. Because management can be 
analyzed this way, the tendency has been 
to organize how things are done this same 
way. Those executives who are in closest 
physical proximity to what is going on 
will emphasize the “executing” phase of 
the management job and minimize the 
other aspects; top-level executives will 
find that planning, coordinating, and 
other aspects of control require most of 
their attention. 

“The image of the managet’s job in- 
fluences the climate for control. Take for 
fxample the concepts of participative 
management, self-control, and manage- 
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ment by objectives—these three ideas all 
have in common the power of motivation. 
The principle underlying these ideas is 
that performance will be best when those 
responsible for doing the job have some 
share in setting the goals, as well as 
some satisfaction in achieving them.” 

Planning, budgeting and programming, 
for example, become teaching devices and 
means for communicating ideas only 
when alli the executives of the firm are 
personally involved in the process and 
feel individually responsible for the 
firm’s over-all success. Thus, the concept 
of coordination as something requiring 
continuous executive intervention calls 
for an entirely different pattern of execu- 
tive behavior from that when planning 
and communication are visualized as the 
primary coordinative elements. 

Control, in the last analysis, is not any 
one thing; it is a blend, and the blend is 
a combination of techniques, ideas, and 
attitudes which in their ultimate become 
the crowning touch of the management 
function. 


* Published by John Wiley & Sons, Inc., 440 
Fourth Avenue, New York 16, N. Y. $6.95. 


THE ROLE OF DEBT IN THE 
ECONOMY* 


By Helen J. Cooke 


The purpose of this study, as stated 
in its author’s Preface, is ‘to bring to- 
gether the available data on debt in an 
attempt to explore the problems of debt 
management for the future.” Dr. Cooke, 
who is Associate Professor of Econom- 
ics at Rutgers University, has tried to 
provide answers for her students and 
for the general reader to such questions 
as: 

Has debt helped or hindered the growth 
of our economy? 

What part has debt played in the fluc- 
tuations of our economy? 

How much more debt do we need? 

* Published by the Public Affairs Press, 419 
New Jersey Avenue, S.E., Washington 3, D. C. 
$3.25. 


DEVELOPING COMPETENT 
SUBORDINATES* 


By James Menzies Black 


“Far from seeing the exceptionally able 
assistant as an arch-rival [the successful 
manager] will discover that, on the con- 
trary, the development of a qualified re- 
placement is a supervisor's highest achieve- 
ment, a positive sign to his superiors that 
he himself is ready for advancement.” 

Proceeding on the foregoing assump- 
tion, the author of this relative short but 
well organized and expressed handbook 
shows how the foie © supervisor may 
organize his department to realize the 


technical and managerial potential of his 
personnel, and at the same time improve 
his own performance and skills. The au- 
thor is now Assistant Director of Person- 
nel Administration for the Pennsylvania 
Railroad. 





* Published by the American Management 
Association, 1515 Broadway, New York 36, 
N. Y. $4.50 (AMA members: $3.00). 





controllers 


1 “Six Ways To Cut Costs and 
Which | |mprove Your Business Insurance” 


of these | 2 «How To Update Your 
did you Workmen’s Compensation Coverage’”’ 


miss? 3 “tow the True Insurance 
Consulting Firm Serves Business 
Today’”’ 





SEND FOR YOUR COPIES TODAY 


, 
fotn Liner ASSOCIATES, INC. 


INTERNATIONAL INSURANCE ADVISORS 
26 Newton Street » Weston, Mass. 
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APPRAISAL SERVICE 


“Property, cost and 
general accounting 


Appraisals for property ledger 
records . . . depreciation and ob- 
solescence studies . . . fixed asset 
accounts . . . intangible property 
valuations, good-will, trademarks, 
patents . . . continuous and up-to- 
date property records. 

In addition, Lloyd-Thomas ap- 
praisals meet all valuation needs 
for insurance, corporation finance, 
property records. 

For complete information, write 


Dept. CON. 


THE LLOYD -THOMAS co. 


Recognized Appraisal Authorities 
4411 Ravenswood Ave., Chicago 40, Ill. 


Representatives Coast to Coast 
First for Factual Appraisals Since 1910 
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DESIGN ASSISTANCE. Get custom-designed IBM MICR 
checks that add to the good impression your company makes. 


Your IBM supplies specialist helps put extra value which most economically meet your accounting de 
into IBM MICR* paper checks mands and the capabilities of your equipment. Hi 

High-precision documents from special paper to also offers free check design service and a wide selec 
the final printing, the new IBM paper checks are tion of attractive check borders and backgrounds 
distinctive in appearance...and always designed to 
make your company look its very best. 

But here is the most important thing... 

Your IBM supplies specialist knows exactly how 
paper checks are handled...and manhandled. 

What’s more, your supplies specialist is thoroughly SERVICE—IBM supplies specialists provide prompt aM 
familiar with check and data processing equipment. expert technical assistance to you from more thal 
He helps you design the IBM paper check and stub 200 locations from coast to coast. 


SAFETY—Special plant security measures safeguar' 
your IBM paper checks during every stage of mail 


your IBM paper checks against alteration after issu 








MICR IS FAST. 
This is the magnetic read- 
ing head of an IBM Reader- 
Sorter. Automatic check 
processing by banks means 
that your checks clear fast 
and that your cash ac- 
counting is timely. 

















IBM SUPPLIES SPECIALISTS 
get intensive training in 
IBM supplies and their ap- 
plications. This makesthem 
uniquely qualified to help 
you select the MICR checks 
and other supplies best 
suited to your operations. 















% 


if 


iri 


1 ik 1 












HERE ARE THE FACTS. 
This illustrated booklet 
gives you the full story on 
IBM paper checks. To get 
your copy, just call your 
IBM office. Your IBM sup- 
plies specialist will be 
happy to give you a copy. 






$i 343 
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GET THE FULL STORY—-New IBM paper checks are avail- show you how IBM supplies can help you improve 
able in continuous forms and in unit sets. They are the return on your data processing investment. 
processable on your own data processing equipment, 
4 well as on your bank’s MICR equipment. 
eguar§ Let IBM paper checks simplify your work...speed 
* mang Your check processing...improve your record accu- 
protec ‘cy. Let your IBM supplies specialist go to work for 
r issueg YU. He has the facts you need to go MICR. Call your 
local IBM office and ask for your supplies specialist. 
And the next time you are in the market for any 
IBM supplies, talk to the IBM supplies specialist. 
He's an expert backed by experts—a*man who can DATA PROCESSING 


*Magnetic Ink Character Recognition. (Note: New IBM 
MICR paper checks are unconditionally guaranteed to 
meet all ABA specifications for MICR checks.) 
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Grads & 
Postgrads . . . 


Money Makes Alma Mater Go 


A study of the investment portfolios 
of four large university endowment funds 
shows that oil, chemical and electrical is- 
sues account for more than 76 per cent of 
the market value of the 10 largest blocks 
of listed common stocks held by each of 
four major universities at the close of fis- 
cal 1960: Princeton, Columbia, Cornell 
and Vanderbilt. 

Classified by industries, the 40 blocks 
of stock included ten oils, nine chemical 
and drugs, seven utilities, six electricals, 
three paper, two food, two machinery and 
one rubber. 

Total value of all issues in the four 
portfolios was $250,773,000. Princeton 
tops at $106,056,000; Cornell at $59,- 
927,000, Columbia third at $51,211,000, 
and Vanderbilt fourth at $33,579,000. 


Course in Foreign Careers 


In the academic year, 1961-1962, Le- 
high University will offer a new major 
in Foreign Careers in its College of Busi- 
ness Administration. The new major has 
been prepared in response to a growing 
need in American business corporations 
and government agencies for future man- 
agers with a broad understanding of the 


culture, history, economic and _ political 
systems of major foreign areas. 

The new program will give basic train- 
ing needed to go to work, after gradua- 
tion, in industry or business with overseas 
interests or branches, for the United States 
Government or for one of the many agen- 
cies dealing with international problems. 

Under the new program a student must 
take at least 57 semester-hours out of 120 
in basic humanities and sciences required 
of all Lehigh undergraduates in business 
administration. The student concentrates 
in electives and required courses of the 
world area of his choice and takes the 
basic courses in accounting, economics and 
business administration, required of all 
upperclassmen in the business college of 
the university. 

Dean Carl H. Madden believes that 
“tomorrow's era of world development 
will demand corporations with a world- 
wide orientation and managers with the 
blindness of Western provincialism re- 
moved.” 


Think! 

June graduates who go job-hunting 
should be equipped to “think logically’— 
especially if they expect to make a mark 
in the growing field of electronic data 
processing. This view was expressed by 
the consensus of business executives who 
participated in a survey conducted at a 
meeting of the RCA 501 Users Associa- 
tion. Findings of the Association, which 
is comprised of firms employing the RCA 
501 electronic data-processing system, 
showed that inability to “think things 


THE LOWER ECHELON 


Fresh new thinking and a willingness to move ahead are 
urgently needed now in respect to the public elementary 
and secondary schools. We have long given lip service in 
this country to universal education, while actually we have 
settled in many places for compulsory attendance and uni- 
versal schooling. Sometimes we haven't even known the 
difference. By the time the children now in elementary 
schools become adults, it will not be enough for them 
merely to have attended school. To the extent of their 
capabilities, they will have to be educated. If we are to 
progress in this country from universal schooling to genu- 
inely universal education, vast numbers of our schools will 
have to be substantially improved. Our goals will have to 
be clarified, our control of the means of education will have 
to be more effective and the question of financial support 
will have to be approached with the same hard-headed 
realism that we apply to other investment programs on 


which our future depends. 


—JOHN H. FISCHER 


Dean, Teachers College, Columbia University, in a talk on 
GOVERNMENT AND EDUCATION: GOALS, CONTROLS AND 


SUPPORT 





through” was regarded as the most seri. 
ous weakness of computer trainees. 

The survey placed logic in new em. 
ployes as an asset above any special train- 
ing in mathematics or science. According 
to Roger G. Nicholls, secretary of the 
Travelers Insurance Company, Hartford, 
Conn., ‘Electronic computers have been 
dubbed ‘magic brains,’ but the real brains 
must be supplied by those who operate 
them.” He reported that members of the 
Association also agreed that data process. 
ing offers exceptional career opportunities 
for women who, it was found, have cer- 
tain traits, such as patience and attention 
to detail, that make them especially good 
data processors. 


Tax Conference Planned 
in Fall in Chicago 


The 14th Annual Federal Tax Confer- 
ence sponsored by the University of Chi- 
cago Law School in cooperation with 
University College will be conducted Oc- 
tober 25, 26 and 27, 1961 in Chicago, 
Ill. 

Approximately 400 lawyers, account- 
ants, controllers and others interested in 
taxation from throughout the United 
States are expected to attend the meeting 
to hear experts discuss various tax prob- 
lems and developments. The effect of the 
new administration in Washington will 
also be considered. 

Stanley S. Surrey, assistant secretary of 
the Treasury for taxation, and Mortimer 
M. Caplin, Commissioner of Internal Rey- 
enue, will address the Conference. 

Further details on other special speak- 
ers and subjects as well as registration 
forms may be had from John B. Acheson, 
University of Chicago, 64 E. Lake St, 
Chicago 1, Ill. 


AAA Convenes at the 
University of Texas 
August 28-30 


Participants from all parts of the coun- 
try will attend the three-day convention 
of the American Accounting Association 
to be held on the campus of the Univer- 
sity of Texas, Austin, Texas, at the end 
of August. CIA members in the vicinity 
are invited to attend any or all of the 
convention activities. 

Ten round table discussions on subjects 
of current interest as well as featured ad- 
dresses and papers on divisional income 
determination, standard costs, accounting 
data for control, accounting innovation 
and the income concept will comprise the 
program. Complete information may be 
had by writing Dr. Glenn A. Welsch, 
general chairman of the AAA Conven- 
tion, Waggener Hall 213, the University 
of Texas, Austin 12, Texas. 
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ALBANY CONTROL 





Among those present 

at the recent 

10th Anniversary dinner 
meeting of the Albany Control 
of Controllers Institute 

were Institute 

members and wives 

from Albany 

and nearby cities. 


Joseph M. Gahn, comptroller, 
National Commercial Bank and 
Trust Company (seated 

center of head table) presided. 
Mr. Gahn served as presi- 

dent of Albany Control, 
1960-1961 





AND AN AOC MEETS... 





PROGRAMS AND POLICIES of Control- 
lers Institute were reviewed at a meeting 
which brought together the Northeastern 
Area Operations Committee of Control- 
lers Institute. The meeting (preceding the 
Anniversary meeting) was under the 





chairmanship of Burdette A. Johnson 
(seated center at the head table), vice 
president of the Northeastern Area. 
Seated at his right are Jack Plumpton, of 
Hamilton, Ontario, a CIA director and 
Eric L. Hamilton, of Montreal, Quebec, 





CELEBRATES A 10TH ANNIVERSARY 


vice president of Controllers Institute Re- 
search Foundation. At Mr. Johnson’s left 
are Paul Haase, managing director of 
Controllers Institute, and Clayton A. Kol- 
stad, president of the Southern Connecti- 
cut Control, secretary, NAO Committee. 
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Richard Sanzo 


How 

Data Processing 
Atfects 

Credit 
Department 
Operations 





e RICHARD SANZO edits a monthly 
newsletter covering business trends for the 
Dun & Bradstreet staff of 2,000 reporters 
and their managers. He is currently in 
charge of the annual ratio studies con- 
ducted by D&B, known as the “Fourteen 
Important Ratios.” These studies, started 
in 1931, are followed closely by business 
management and financial analysts. 





THE ATTITUDE of individual credit man- 
agers whose companies are about to in- 
stall electronic data-processing systems 
in their credit departments has ranged 
from enthusiasm to apprehension, and 
those who expressed apprehension did 
so very understandably. 

The latter attitude has arisen because 
of the feeling that something is about 
to be taken away from the credit depart- 
ment. The feeling has been: “Well, 
here is something new that I’ve got to 
get used to, and how will I ever do with- 
out what I had before?” 

This query has led naturally to the 
second question: ‘How can I unravel the 
problem so that I can obtain the informa- 
tion which experience from the new 
set-up has shown is needed?” 


THE TRADITIONAL HISTORY CARD 


Under the old systems involving me- 
chanical bookkeeping equipment, the 
credit department had available to it a 
ledger card recording all sales to a cus- 
tomer, all payments by the customer, 
the length of time sold, how the ac- 
count has paid each item owed, the 
highest credit exposure at any time, and 
sundry other information. This is the 
“history card.” 

The history card has been for credit 
men a prime tool for making credit 
decisions. It has also been the source 
which they have gone to in obtaining 
information to answer credit inquiries. 


ACCOUNTS RECEIVABLE LEDGER 
ON PUNCHED CARDS 


Under the electronic accounting meth- 
ods, an open file of punched cards be- 
comes the accounts receivable ledger. 
The ledger history card, as we have 
known it, therefore disappears unless it 
is reconstructed, 

The rudiments of the system are 
these: As an invoice is shipped, an in- 
voice card is punched, this card becom- 
ing a charge to accounts receivable. The 
card carries all the necessary data as to 
amount billed, terms, cash discount of- 
fered, etc. When the customer pays, the 
card is removed from the accounts re- 
ceivable file. There is thus no further 
record of the transaction. If the invoice 
is not paid, it is automatically recorded 
as past due at the end of the month or 
whenever a trial balance is run off. 

Thus, if the customer buys more than 
once a month or has made several pur- 
chases while his account was past due, 
it is possible for several separate punched 
cards on his account to be in the receiv- 
able file. Under some systems, a balance 
forward card is punched periodically or 
at the end of the month itemizing pay- 
ments made and consolidating all un- 





paid amounts into a balance currently 
outstanding. This process, however, in. 
volves extra labor as well as use of ma. 
chine time at a moment when the 
equipment may be required for other 
accounting purposes, such as payroll or 
accounts payable. Hence some manage. 
ments have dispensed with the balance 
forward data. 

In the most elementary systems, there- 
fore, the electronic punched card equip- 
ment does not automatically provide a 
history. This can be obtained in several 
other ways, each involving certain rami- 
fications. 

Before going into the ways by which 
a history can be obtained, however, it is 
pertinent to point out that for whatever 
disadvantage the elimination of the 
ledger history may entail, accounts re- 
ceivable mechanization does involve cer- 
tain very pronounced advantages. 

It would be well to itemize these ad- 
vantages here. They are: 


Availability of Frequent Trial Balances: 
Credit men who work with punched 
card accounting systems say they receive 
as many as three trial balances a month. 

Accuracy of Trial Balances: There 
have been certain concerns where, before 
electronic accounting was installed, post- 
ings were behind and it was difficult to 
reconcile balances and correct errors. The 
new equipment helps to eliminate these 
problems. This means an up-to-date and 
accurate account record as well as im- 
proved customer relations, since it elim- 
inates sending erroneous past-due re- 
minders to accounts which had paid 
after due date but before postings were 
completed. Incidentally, many systems 
provide a daily register of cash receipts 
from which the credit man may up-date 
his copy of the most recent trial bal- 
ance, 

Frequent Agings of Receivables: The 
trial balances give a record of past due 
accounts according to those which are 
30, 60, 80, and over 90 days past due, 
or any other desired period. 

Frequent Reports on Overdue Balances: 
The equipment can be scheduled to re- 
pert the status of all accounts past due 
when they have become, say, ten days 
overdue. In this way the credit man is 
alerted to the status of overdue custom- 
ers, and this, in turn, becomes an ef- 
fective collection tool. 

Automatic First and Even Second Past 
Due Reminders to Overdue Accounts: The 
equipment can automatically deliver 4 
pre-printed notice of a past-due item as 
it becomes overdue, thus saving the 
credit man the problem of dictating 1n- 
dividual reminders. In this way, he can 
confine his correspondence to those ac- 
counts more seriously in need of atten- 
tion. Prompt automatic reminders of 
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this type have been found helpful in 
collection work. 

Automatic Processing of Small Orders: 
By indicating credit lines and limits on 
unched account cards, some credit de- 
partments have set up a routine for 
approving small routine orders from ac- 
counts in good standing. But of course, 
this step may be fraught with danger 
unless it is taken with due regard for 
the problems involved. 
Continuous Revision Is a Must. In the first 
place only certain firms are in a position 
to handle credits on this basis. Secondly, a 
good knowledge of each account is needed 
before credit lines are established. In 
fact, lack of adequate information on ac- 
counts or poor judgment in setting lines 
can cause poor customer relations, expen- 
sive collection efforts, and heavy losses. 
This is especially true with respect to 
fraudulent orders or “‘overbuys” where 
numerous small orders can be piled up 
very quickly. In other words, the ma- 
chines can check credit successfully only 
when good credit judgment is fed into 
them, and when a continuous review of 
accounts provides for a continuous re- 
vision of credit limits. 


LIMITATIONS OF DATA-PROCESSING 
EQUIPMENT 


If these are worthwhile examples of 
what data-processing equipment will do 
for the credit department, what are the 
things that the equipment will not do? 
These can be summarized simply: 


1. The equipment will not replace hu- 
man judgment in making credit decisions. 
This is the most important thing to keep 
in mind. 

2. It will not provide historical credit 
records unless specially set up to do so, 
and this latter involves some additional 
expense. 


REPLACING THE LEDGER CARD 


How, then, are credit men going about 
obtaining or, if not obtaining, replacing 
the historical ledger card as a credit tool? 

First, those concerns which have in- 
stalled full computers can obtain au- 
tomatically all the information which 
appears in the historic ledger card. A 
computer can, of course, be programmed 
for almost any computation and can 
even be taught to play checkers, so that 
providing and printing a ledger is 
child's play for this mathematical in- 
strument. 

But the sizable cost of renting a com- 
puter tends to rule out this type of in- 
stallation for all but the most complex 
accounting installations. 

On a lesser scale, the information can 








be made available by an interpreter, a 
machine which prints the data punched 
in a card either on the card itself or on 
another permanent record card. 

A third, and simpler approach, is the 
use of a facsimile posting machine. This 
is a supplementary piece of electronic 
equipment which works in conjunction 
with the electronic tabulator. The latter 
is a basic part of the usual accounting 
data-processing installation. However, 
facsimile posting does require that a 
monthly summary card be punched 
carrying a cumulative balance forward 
of transactions billed and paid on each 
account, including data as to discount 
taken, etc. The punching of this over- 
all balance forward onto the summary 
card involves extra machine time plus 
labor overhead involved in the punch- 


ing. The facsimile posting machine 
takes a printed roll of the transactions 
punched on the summary card and 
through a special type of spirit ink 
makes it possible to imprint the account 
information on a separate ledger card 
which is held by the credit department. 

Facsimile posting involves some mod- 
erate additional expense. The machine 
rental itself is quite modest. It takes an 
hour for a clerk to make from 200 to 
300 postings, the output depending on 
the skill and experience of the clerk. 
Effective use of the equipment depends 
on availability of a tabulator and a sum- 
mary punch. These two machines are 
part of the basic layout of the usual 
punched card data-processing installa- 
tion in most instances. 

In summary, an electronic accounting 
installation which provides for facsimile 
posting furnishes the credit man with 
the historic ledger record to which he 
has been accustomed while also giving 
him the additional advantages of au- 
tomated equipment described earlier. 
Yet it is not in use uniformly—in fact, 
most credit departments which have 
data-processing equipment appear not 
to have it. 

There are a number of reasons for 
this. In the first place, sometimes knowl- 
edge of the existence of this equipment 


was lacking at the time of the original 
electronic installation and therefore cer- 
tain of the basic machines such as a 
summary punch were not made part of 
that original installation. Another rea- 
son is that, when the installation was 
set up, it was scheduled so tightly that 
machine time for the extra work of 
running and sorting cards for a sum- 
mary and balance-forward operation 
could not subsequently be provided. 

On the other hand, in cases where 
the credit department has full informa- 
tion in advance and presented its case 
adequately to justify the moderate added 
expense in relation to the substantial 
benefits, facsimile posting was made a 
part of the original installation and has 
subsequently functioned to the advan- 
tage of the credit department. 


ALTERNATIVES 
TO FACSIMILE POSTING 


As an alternative, a number of auto- 
mated credit departments are receiving 
cumulative trial balances at two, three, 
or four months intervals. These carry 
not only an aging, but also record a 
summary, of all invoice billings, re- 
mittances, discounts taken, and open 
balances outstanding. One nationally 
known company which uses this system 
prepares these trial balances for four, 
eight, and twelve-month cumulative pe- 
riods. 

At the end of the year, transactions 
are posted manually by a clerk to a 
separate ledger card. In substance, this 
approach provides most of the informa- 
tion which appears in the usual historic 
ledger card, and the credit men are 
quite enthusiastic about the way auto- 
mation has worked out. They concede 
that they do not, under their present in- 
stallation, know the exact credit expo- 
sure of accounts at intervals between 
trial-balance closing periods. But fre- 
quency of trial balances (every ten days 
in their case) more than compensates 
for this lack, in their opinion. 

Beyond these approaches, from con- 
cern to concern there seems to be no 
uniformity of method in which credit 
operations have been converted to elec- 
tronic equipment or are based on ma- 
chine-produced records. In all cases, the 
monthly aged trial balance is basic. 
Some credit men who receive no other 
data from the equipment post manually 
from the trial balance. Some clip in- 
formation from the trial balance onto 
account cards and use this as a basis 
for answering inquiries. Some simply 
rely on the trial-balance record for the 
last month available as a credit history. 
Some set up individual card files, too, 
on which they record information from 
month to month. (Continued on page 398) 
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EXCHANGING LEDGER EXPERIENCES 


Basic to all this, of course, is the 
problem of exchanging ledger expe- 
rience. Obviously, the less access the 
credit man has to information as to how 
an account has paid over a period of 
time and the highest credit granted, the 
more difficulty is imposed in answering 
an inquiry. But this much can be pointed 
out—electronic equipment does not 
deny all access to this information. 
What it does do is store it in a different 
manner from that to which the credit 
man has been accustomed heretofore, 


Credit Department (continued from page 397) 


and if under certain circumstances the 
equipment demands taking more time 
in getting at the basic historic informa- 
tion, the machines more than compen- 
sate by the time they have saved in 
clerical help, in routine, and in present- 
ing new types of trial-balance controls. 

It is entirely possible that, as time 
goes by and more and more data-proces- 
sing equipment is in use by credit de- 
partments, some modifications in ledger 
experience data may be made. While 
there are those who find a certain loss 
in dispensing with knowledge of max- 
imum past credit exposure, there are 
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also credit men who are content to have as 
a substitute the highest recent average sale 
as developed from the trial balance. 

And certainly, a degree of open- 
mindedness toward new instruments of 
efficiency in record keeping would seem 
to be in order. Every credit manager 
recognizes that profits-to-sales and prof- 
its-to-worth margins are under fire un- 
der our present intensely competitive 
conditions. The answer in many cases 
lies in cost reduction through mechan- 
ization. Converting to mechanization 
necessarily calls for readjustment. 

It would seem wrong, however, to 
yield to the temptation to get away en- 
tirely from fundamentals. Some credit 
departments, upon mechanization, have 
taken the position that the absence of 
a ledger card prevents them henceforth 
from providing ledger experience, but 
there is nothing in the new equipment 
which prevents accumulation of credit 
data, even if it involves using new 
methods. Nor can the credit community 
afford to dispense with exchange of 
ledger experience. To discontinue an- 
swering requests for ledger experiences 
is like refusing to participate in civic 
duty. A few can do so without en- 
dangering the community, but if all 
refuse, civic activity collapses. 

Let the town volunteer fire depart- 
ment disband and there will ultimately 
be no houses—all will have burned. 

As a credit manager of a fully auto- 
mated credit department puts it: “We 
have compiled an excellent record for 
keeping losses down in our business. 
We have done so because we have been 
able to obtain up-to-the-minute ledger 


| experiences on important accounts from 
our colleagues and from credit agencies. 


This has become a matter of necessity 
on accounts which have become critical 
suddenly. It seems to me that no greater 
mistake could be made than for credit 
men to back away from providing this 


cooperation because new conditions 
| have imposed new approaches. The 


basic need is more critical than ever.” 


| NEW CREDIT TOOLS 


There is no substitute for information 
under today’s credit-granting conditions. 
Failures have been rising while profit 
margins have been narrowing. Advance 
planning to obtain the needed informa- 
tion for credit decisions, and to insure that 
data-processing equipment answers credit 
department requirements, is essential. 

The new equipment must be con- 
sidered in relation to the entire prfo- 


| gram of mechanization and can be suc- 


| 
| 
| 
| 
| 





cessful only if the over-all program is 
successful. However, when carefully 
planned and installed, it is yielding 4 
number of new and valuable credit 
tools. It is demonstrating that it can 
contribute importantly to faster collec- 
tions and ultimately to lower losses. 


THE CONTROLLER * AUGUST, 1961 








resi 


OP 


hot 
ler: 
ope 
isfi 
diti 
ope 
a 

4 
for 
age 
uri 


of | 


me! 
Erd 
the 





Ve as 
sale, 


/pen- 
ts of 
seem 
lager 
prof- 
> un- 
‘itive 
cases 
han- 
ition 


[, to 
y en- 
redit 
have 
e of 
orth 
but 
nent 
redit 
new 
nity 
> of 
an- 
nes 
Civic 
en 


all 


part- 
ately 


1uto- 
‘We 
for 
ness. 
been 
dger 
rom 
cies. 
ssity 
tical 
ater 
edit 
this 
ions 
The 


ition 
ions. 
rofit 
ance 
rma- 
that 
redit 
I. 


pro- 
suc- 
n is 
ully 
ig a 
edit 


can 
llec- 











Northeastern 


Conference 
(Continued from page 389) 


Mr. Tongberg noted that efforts to 
develop better tools for evaluation of 
research results are continuing. One 
new effort is the study which is in prep- 
aration by Controllers Institute Re- 
search Foundation. Research people will 
be greatly interested in the results. 


PLANNING FOR 
EFFECTIVE OFFICE COST CONTROL 


Norman J. Brown, vice president and 
controller, the Steel Company of Can- 
ada, Ltd., identified office costs as those 
which cover not only routine bookkeep- 
ing jobs but all paperwork function 
throughout the business. 

He went on to state that, while top 
management must take the final respon- 
sibility for deciding how the business 
should be run and what information is 
needed to run it, logically the control- 
let is the officer who should devise, in- 
stall, and maintain the system required 
to process and transmit data as efh- 
ciently and economically as possible. 

Thomas J. McGann, consultant in dis- 
tribution, also emphasized the role of 
the controller—in marketing management. 
(The text of Mr. McGann’s remarks is 
featured in this issue of THE CONTROL- 
LER on page 377.) 


OPERATIONAL AUDITING 


C. A. Erdahl, partner, Price Water- 
house & Company, suggested to control- 
lets that they turn their attention to 
operational auditing once they have sat- 
isfied themselves that their financial au- 
diting is in good shape. He defined 
operational auditing as ‘an independent 
appraisal activity within an organization 
for the review of operations as a basis 
for service to management. It is a man- 
agerial control which functions by meas- 
uting and evaluating the effectiveness 
of other controls.” 

Operational auditing can be a tre- 
mendous force within a company, Mr. 
Erdahl declared, but he cautioned against 
the practice of trying to “tack it on” to 





Norman J. Brown (left) 
with Paul A. Wilks, 
presiding chairman 

of the session 


accounting and financial auditing and 
thereby limiting its scope and effective- 
ness. To be successful, operational au- 
diting must have the full support of the 
controller who is usually in a better 
position than the internal auditor to 
overcome the natural resentment which 
most operating people have to audits. 
The controller can also help his internal 
auditor when he is ready to report. His 
critical editing in seeing that emphasis 
is apportioned properly to the points in- 
volved and his presence at meetings 
with top operating officials will be in- 
valuable. 


CONFERENCE COMMITTEE HONORED 
AT CLOSING LUNCHEON 


Frank S. Capon, vice president, Du 
Pont of Canada Limited, and president 
of Controllers Institute, presiding at 
the closing luncheon, expressed appre- 
ciation to the Syracuse Control for the 
development of an outstanding confer- 
ence. He then introduced Bernard J. 
Whitbread, controller of Marsellus Cas- 
ket Co. Inc., and general chairman of 
the Conference. Mr. Whitbread, in turn, 
introduced the following members of 
his committee: Chester W. Sims, Hab- 
erle Congress Brewing Co., Inc., chairman, 
Arrangements Committee; Ronald T. 
Fitch, Lincoln National Bank and Trust 
Company of Central New York, and 


CONFERENCE 





Mark Z. Hanlon, First Trust & Deposit 
Company, co-chairmen, Finance Com- 
mittee. 

Also Malcolm E. Kelley, Onondaga 
Pottery Company, chairman, Golf Com- 
mittee; Mercer V. White, Jr., Smith- 
Corona Div., Smith-Corona Marchant 
Inc., chairman, Housing Committee; Ed- 
ward J. Stuewe, Unity Mutual Life In- 
surance Company of New York, chair- 
man, Inter-Control Attendance Commit- 
tee; William M. Hall, Lipe-Rollway 
Corporation, president of the host Con- 
trol and co-chairman with Mrs. Hall, 
Ladies’ Hospitality Committee. 

Also Hans C. Todt, Bristol Laboratories 
Div., Bristol-Myers Company, chairman, 
Program Committee; John H. Baker, 
Carrier Corporation, chairman, Publicity 
Committee; Harold T. Rappe, Sealright- 
Oswego Falls Corporation, chairman, Re- 
ception Committee; R. Richard Goewey, 
the Porter-Cable Machine Co., chairman, 
Registration Committee; Robert H. Web- 
ber, R. E. Dietz Company, chairman, 
Speakers’ Hospitality Committee; and 
William J. Fenwick, Lamson Corporation, 
chairman, Transportation Committee. 

Presiding over other conference ses- 
sions were: Burdette A. Johnson, North- 
eastern Area vice president; Hans C. 
Todt, Program chairman; William M. 
Hall, president of the Syracuse Control ; 
Arthur V. Schene, member of the Bos- 
ton Control; Paul A. Wilks, Institute 
director; J. A. Ross, past president of 
the Toronto Control; and Kenneth M. 
Place, past president of the Montreal 
Control. 


COMMITTEE 





(Left to right seated) Messrs. Hanlon, White, Wilder (CIA director from the Syracuse Control) and Whit- 
bread. (Left to right standing) Messrs. Baker, Fitch, Goewey, Sims, Fenwick, Kelley, Hall, Todt and 


Webber. 
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Time & Money 


SAVERS. 


Planning Reduces Rent Costs 


By unique methods of space planning 
and office design it is possible to reduce 
annual rental charges from seven dollars 
per square foot to less than five dollars, 
according to a space planning and de- 
signing firm. 

One of the key methods of space con- 
servation is the elimination of doors, since 
every door utilizes 18 square feet of space 
—three on each side of the door and 
three more for the door itself. Likewise, 
walls are avoided wherever possible since 
every wall occupies five and a half inches 
of floor space. 

By reducing some 2000 lineal feet of 
wall to 1000 feet in the offices of the Na- 
tional Council on Compensation Insur- 
ance, Duffy Inc. saved almost 500 square 
feet of space, not counting the aisle space 
needed by the use of a wall, or the elim- 
ination of doors with their attendant 
space needs. 

Another technique to reduce rental costs 
is the utilization of inside corridors for 
secretarial desks, placed outside the of- 


fices of the executives for whom the sec- 
retaries work. The secretarial corridor 
eliminates space normally consumed by 
private secretarial rooms and_ utilizes 
space that otherwise would be wasted. 

Reception areas also offer a challenge 
to the space planner to utilize open sec- 
tions to reflect the corporate image or to 
exhibit products or services. In the recep- 
tion rooms of Moore McCormack Lines, 
the New York Football Giants, Magee 
Carpet Company and Chadbourn Gotham, 
murals, or models or product samples are 
used to reflect the operations of each firm. 

Particular attention is given to space 
near elevators in order to make an im- 
mediate favorable impression on visitors. 
Sometimes library shelves are installed in 
these areas, or permanent exhibits are 
constructed to present a corporate image 
to visitors emerging from elevators. 

Another space-saving device is achieved 
by installing filing cabinets into walls, 
and constructing cabinets and shelves for 
storage above the files. Open-shelf filing 
is used in place of cabinet-type filing 
wherever possible. Shelves for library 
books are placed above filing cabinets or 
in corridors to avoid the need for a sep- 
arate library. 

Perhaps the most effective device to re- 
duce space costs is the combination room 
—such as the library-conference room, 
the mail-reproduction-storage room, or 
the large general area of several depart- 
ments. Banks of files are used to separate 
units, which can be expanded or con- 
tracted by merely juggling the lines of 
files. 

“The best way to economize on space 
to reduce rental costs,” said Mr. Duffy, 
“is to use as much upper space as possi- 
ble, inside wall space, and corridor or re- 
ception areas to replace what normally 
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DO YOU KNOW THE 7 FACTORS 
THAT CAN CUT THOUSANDS OF 
DOLLARS FROM YOUR OFFICE PAYROLL? 


Now, by means of a simple Checklist, you can use the 7 components of a 
comprehensive clerical work measurement program to pinpoint exactly 
where and how you can make substantial savings (one small company re- 
ported savings of $48,000 annually!)—and appreciably increase office 


Prepared by the Frank M. Knox Company, this Checklist will help you 
to spot which office tasks are being performed economically and which are 
driving your office costs up. You’ll see how to evaluate productive vs. non- 
labor forecasting 
. and justify machine and forms utilization. What 
is more, you will discover a firm basis for continuing effective and eco- 


To learn how you can produce office cost savings quicker and more 
effectively than any other way (be it computers, new systems, etc.), send 
for your free copy of Clerical Work Measurement. No obligation, of course. 


The Frank M. Knox Company, Inc. 
Management Consultants 
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would have to be located in private rooms, 
Each time we can eliminate a private room 
we save at least $126.00 for a door, about 
$100.00 in the space occupied by walls— 
and over $1200.00 per year for a room 
12 by 15 feet.” 


Automation and the 
Messenger Boy 


Time was when the youth of the land 
started in the business “from the ground 
up” by working for father or uncle run. 
ning errands in the summer vacation. 

But meantime plants have sprawled to 
such vast expanses that walking (or even 
roller skating) between two points has 
become too slow for the age of automa- 
tion. 

Now, pomiiegens communications, 
i.€., Messages, orders to be filled, tele- 
grams, office supplies, small parts and 
tools, punched cards, cash, blueprints—in 
fact anything in a hurry—travel in a 
semi-automatic system of airtubes. These 
tubes are the descendants of the pneu- 
matic change carriers and before them 
those that rode on a wire to the balcony 
cashier in the early days of the “dry goods 
store.” 

The 1961 version looks like a miniature 
rocket with capacity that will even take a 
Magazine in its dimensions. The Lamson 
Corporation’s contribution to the paper- 
work bottleneck is to move out the 
ever-increasing amount of items via a high- 
speed network of twin tubes with substa- 
tions monitored from a center which 
routes each tube in the manner of a su- 
pervised subway car system or in direct 
station-to-station tel-a-tubes operated 24 
hours a day without monitoring. 


EDP Reduces Costs of 
Social Security Reports 


The Social Security Administration re- 
ports that 30 large companies are now 
shipping a single reel of magnetic tape to 
the Government's records-keeping head- 
quarters every three months, in place of 
typewritten reports of employes’ earnings 
that often ran to more than 1000 pages 
for each employer. 

These companies are the first to use 
electronic data-process equipment to make 
their social security wage reports a by- 
product of regular payroll operations. — 

There are savings both to the companies 
and to the Government. The company 1s 
able to eliminate the typing of lengthy 
wage reports, along with transcription er- 
rors which are costly to correct, while the 
taped wage reports, prepared automati- 
cally from the employer’s payroll records, 
also cut steps out of the Governments 
processing operation. Savings of $50,000 
a year are made for each million wage 
items the Social Security Administration 
receives on tape. : 

Arrangements for tape reporting afe 
flexible. A company may, if it wishes, sub- 
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mit all or only a portion of its quarterly 
report on tape. Also, reports for all the 
company units need not be prepared on 
the same model equipment, or in the same 
report format. ; 
Companies already keeping their pay- 
rolls on magnetic tape and companies con- 
sidering that method of payroll processing 
may obtain further information about the 
tape reporting plan by writing to J. L. 
Fay, Assistant Director, Division of Ac- 
counting Operations, Social Security Ad- 
ministration, Baltimore 35, Maryland. 


interchangeable Freight 

Freight coutainerization for highway, 
maritime and rail transportation has taken 
on a new dimension of interchangeability 
with the approval of the first American 
standard specifying length, height and 
width of van containers. 

Approved by the American Standards 
Association, the new standard (MHS.1- 
1961) establishes nominal lengths of 10, 
20, 30, and 40 feet for van containers with 
across section of eight feet by eight feet. 

Some of the advantages cited by the 
committee of 75 national organizations 
and associations which developed the 
standard, are the reduction of pilferage, 
breakage, insurance costs and paper work, 
provision for weather-tight packaging and 
the elimination of repackaging in transit. 

The use of containers by ocean carriers 
as a means of reducing handling costs 
and providing efficient shipper service is 
steadily growing. The Committee will 
now turn to other phases of uniformity 
such as van, cargo and pallet containers 
opening the way to an international con- 
tainerization standard so necessary for 
foreign commerce growth. 


Centralized Timekeeping 

Many companies are turning to central- 
ized timekeeping systems to get fast, ac- 
curate job data from workers. In one 
company 55 reporting stations are located 
in the production, tool design, manufac- 
turing and engineering departments— 
wherever an exact record must be kept of 
how much time skilled men spend on a 
particular job. 

When a man is ready to change from 
one job to another, he walks to the near- 
ést communications station (housed in a 
soundproof booth to screen out factory 
noises) and pushes a button to call the 
central timekeeping office. An operator at 
one of three control stations accepts the 
call and says, ‘‘Go ahead, please.’” The 
worker gives his clock number and the 
number of the job he is about to begin. 
The reporting of the new job automati- 
cally closes out time charges against the 
job he has just completed. The average 
call takes less than 30 seconds. 

With a system such as Executone’s, for 
example, all timekeepers are located in 
the central data-processing office instead 
of in-plant at various locations. This in- 
fovation has enabled one company to re- 
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duce its timekeeping costs by $60,000 a every commercial and technical field. A 
year while gaining more current informa- business firm or other organization could 
tion through processing the data as re- set up the system using standard elec- 
ported. A complete report of the day’s tronic data-processing equipment to help 
production can be delivered to mamage- direct any form of printed material—from 


ment shortly after the end of the day. advertising material to a scientific treatise 
: 5 -to the people who need this informa- 
Decentralized Reading tion in their work. 
A new application for computers to In setting up such an information sys- 
channel publications and other current tem, an organization would first prepare 
information selectively to the people in profiles” of the people who want to use 


an organization who are most interested the system. An individual's profile is a 
in the information has been in operation list of key words chosen by him that de- 
experimentally during the past year scribe his work interests, such as ‘“‘tran- 
within the International Business Ma-  sistors’, ‘‘computers’, ‘‘retrieval’’, or 
chines Corporation. Called Selective Dis- “systems”. Each individual profile is key- 
semination of Information, the system punched at the information center and 
has been informing 500 IBM employe then written on magnetic tape. 


subscribers about new publications pre- As documents or reports are received, 
pared by the company or received from _ profiles are prepared for them just as they 
outside sources. were for the people who might be inter- 


The system handles information such ested in them. A document profile is a 
as technical reports, patent disclosures, list of key words that describe the docu- 
new product announcements and manuals, ment. Key words are selected, punched into 
company newspapers, general manage- IBM cards, and fed into the computer. 
ment information and information on The computer matches the profiles of 
contracts. The scientists and executives the documents against the _ of the 
subscribing to the system have found it people. When it finds an adequate match, 
valuable in providing technical and ad- it generates a notification card which is 
ministrative information which they pre- sent to the person along with an abstract 
viously missed, as well as reducing the of the document. If the individual wishes 
flow of unusable information across their to obtain a copy of the original document, 
desks. he can request it by punching a pre-scored 

The system helps solve the acute prob- hole and returning the notification card, 
lem of directing useful information to which then is ready for machine applica- 
employes from the flood of reports, tion. He can also indicate on the card 
memos, magazines, books, pamphlets and any recent changes that have taken place 
other material that is being published in in his interests. 
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Business Plans 


for New Plants and Equipment 


1961-1964 


AMERICAN BUSINESS now plans to spend 
only one per cent less for new plants and 
equipment this year than it did in 1960. 
And advance plans for 1962-1964 are 
almost as high as expenditures planned 
for this year. 

More than ever before, manufacturers 
are striving to modernize their obsolete 
facilities. This year, manufacturers are 
devoting 70 per cent of their investment 
to modernization—the highest percentage 
ever recorded in the McGraw-Hill sur- 
veys. 

These are the most important findings 
of the 14th annual survey of Business’s 
Plans for New Plants and Equipment, 
conducted by the McGraw-Hill Depart- 
ment of Economics during the month of 
March and early April. 

The findings clearly show that Ameri- 
can business has raised its sights since 
last fall. The McGraw-Hill preliminary 
checkup on spending plans for this year, 
taken last October, revealed that business 
would spend three per cent less in 1961 
than the previous year. The Department 
of Commerce-Securities & Exchange Com- 
mission’s survey taken in January and 
early February also revealed a three per 
cent decline in spending for this year. 





PLANS MOVING UPWARD 


American business as a whole plans to 
spend $35.35 billion on new producing 
facilities this year. This is only $340 mil- 
lion Jess than was spent last year, but still 
about $1.6 billion below the 1957 peak. 
Not all industries have revised plans up- 
ward since last fall, but in those indus- 
tries where capital investment is highest 
—machinery, autos, chemicals, petroleum, 
electric and gas utilities, communications 
and transportation other than rail—plans 
have moved upward. 

And business already has plans for a 
high level of expenditures in the next 
three years. Investment plans for business 
as a whole for 1962 and 1963 are only 
five per cent below 1961 and plans for 
1964 are already one per cent above 1963. 
As new projects are added, the actual rate 
of spending will rise. Several industries— 
nonferrous metals, autos, fabricated metals 
and instruments, chemicals, rubber and 
petroleam—have investment plans which 
are higher in 1964 than 1961. 

Manufacturing companies now plan to 
spend $14 billion this year and very 
nearly the same amount in each of the 
three years, 1962-1964. The largest single 
manufacturing industry in capital spend- 


A QUOTE FROM A CREDO 
In his first speech after his State of the Union address 


President Kennedy said: 


“Far from being natural enemies, government and busi- 


ness are natural allies . . 


. we know that your success and 


ours are intertwined—that you have facts and know-how 
we need. Whatever past differences may have existed, we 


seek the spirit of full-fledged alliance. 


... We will not 


discriminate for or against any segment of our society or 
any segment of the business community. .. . We are not 


opposed to business.” 


Mr. Kennedy is giving substance to this credo by ad- 
vocating tax incentives to carry through plant moderniza- 
tion to enable the economy to produce more efficiently in 


the world market. 


2 


ing is the petroleum industry, where pres- 
ent plans indicate expenditures of $2.85 
billion this year and an almost equal 
amount through 1964. Despite an operat- 
ing rate of only about 50 per cent of 
capacity, the steel industry plans to con- 
tinue investing over $1 billion in each of 
the next four years. 

The chemical industry, which is spend- 
ing $1.66 billion this year, is planning 
to spend nearly the same amount in 1962 
and 1963, and plans for 1964 are al- 
ready higher than 1961. Both machinery 
and auto companies are planning $1 bil- 
lion a year expenditures between now 
and 1964, 

In the nonmanufacturing industries, 
electric and gas utilities are spending over 
$6 billion this year (close to the record 
spent in 1957) and have plans very close 
to this level for the next three years. 
Other transportation and communications 
companies indicate annual expenditure 
plans of approximately $4.5 billion. Com- 
mercial companies plan to spend a record 
$8.6 billion this year, reflecting a con- 
tinued upswing in construction of new 
shopping centers, warehouses, office build- 
ings and other service establishments, but 
plans taper off after this year. 

Planned expenditures by railroads drop 
off sharply this year and remain at this 
lower level between 1962 and 1964. 
Mining companies also indicate a rela- 
tively low level of planned investment in 
the four years ahead, although current 
plans indicate an upswing in 1964 in- 
vestment plans. 


MODERNIZATION VERSUS EXPANSION 


Taken as a whole this survey highlights 
industry’s growing concern with obsoles- 
cence. Increased emphasis on moderniza- 
tion has been evident since 1958, but 
this year manufacturing companies plan 
to spend a greater percentage of their 
investment to modernize their producing 
facilities than in any previous year. This 
effort to update obsolete and worn-out 
plant and equipment is expected to con- 
tinue in the years 1962-64. Having spent 
69 per cent (four points more than they 
had indicated they planned to spend a 
year earlier) of their 1960 investment 
for modernization, manufacturers, on the 
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average, have plans to increase this pro- 

rtion to 70 per cent in 1961 and to de- 
yote two thirds of their investment to 
modernization in the years 1962-1964. 

On the other hand, with a step-up in 
the proportion of capital spending de- 
yoted to modernization, the proportion 
planned for 1961 expansion is smaller 
than in any previous survey. In only one 
industry, chemicals, As the proportion 
going for expansion in the years covered 
by this survey about 50 per cent. The 
stabilizing of the modernization-expan- 
sion proportion at 70-30 per cent in 
manufacturing indicates that, if capital 
spending programs for future years are 
revised upward, they may well include a 
higher percentage for expansion. 


CONSTRUCTION, EQUIPMENT AND 
VEHICLES 


Business as a whole plans to put 24.1 
per cent of its total 1961 capital invest- 
ment into new construction, 3.2 per cent 
in motor vehicles and 71.4 per cent in 
other equipment and machinery. These 
percentages are a further reflection of the 
trend toward modernization. 

This is about the same division as last 
year. The distinction between buildings 
and equipment varies from industry to 
industry and is especially difficult to make 
in chemicals and petroleum, but these 
figures do indicate the trend of such pur- 
chases. 

Manufacturers plan to devote only 
15.8 per cent of this year’s investment to 
buildings, 2.4 per cent to motor vehicles, 
and 81.8 per cent to other equipment and 
machinery. Only commercial companies 
plan to spend more than half of their 
total investment for construction. 


REGIONAL EXPENDITURES 


The North Central states will continue 
to get the lion’s share of manufacturers’ 
capital investment. Over 27 per cent of 
this year’s planned investment will go to 
this region and manufacturing companies 
plan to spend nearly the same amount in 
1962. However, this is a smaller per- 
centage than manufacturers indicated they 
were spending in this area in the past four 
years. 

Approximately 23 per cent of invest- 
ment plans for both this year and next 
will go to the Middle Atlantic area. The 
South, which now ranks third in invest- 
ment, has received a growing proportion 
of capital investment over the past four 
years. Manufacturing firms expect to put 
22 per cent of this year’s plant and equip- 
ment in the South and close to this 
amount next year. New England, the 
South Atlantic, and West will receive a 
smaller proportion of investment than in 
the past two years, 








OPERATING RATE AND CAPACITY 


Manufacturing companies, on the aver- 
age, were operating at 77 per cent of 
capacity at the end of 1960. This is the 
lowest operating rate reported in any 
past survey, and it compares with 78 per 
cent at the end of 1957 when industry 
was also in the throes of a recession. It 
is substantially below the 94 per cent 
preferred rate indicated in last year’s 
survey. In these industries—steel, non- 
ferrous metals, machinery, transportation 
equipment, rubber, stone, clay and glass 
—the gap between operating rates and 
preferred rates is 20 points or more. 

Despite substantial amounts of unused 
capacity, manufacturing companies plan 
to expand capacity at a rate of about three 
per cent per year. This rate of capacity 
increase is only half the postwar average. 

Expansion in both the steel industry, 
which made no additions to capacity last 
year, and the petroleum industry, which 
installed only two per cent additional 
capacity, has virtually come to a halt. 





Neither industry plans to add any capacity 
this year, and steel companies indicate 
only five per cent is planned between 
1962-1964, while petroleum companies 
expect only a six per cent increase. Thus 
almost all the $1 billion annual invest- 
ment planned by steel companies and the 
$2.8 billion by petroleum companies will 
be for modernization. And several other 
industries—autos, transportation equip- 
ment, paper and pulp and textiles, where 
capacity abounds—indicate substantially 
lower additions to capacity than the aver- 
age for all manufacturing firms. 


SALES EXPECTATIONS 


Manufacturing companies, on the aver- 
age, expect their sales to be three per cent 
higher this year—in physical volume. 
This is the same expected increase for 
1960-1961 reported in the McGraw-Hill 
fall survey last November, but some in- 
dustries have revised their sales expecta- 
tions upwards while others have lowered 
their sights. 

The transportation equipment industry, 
in anticipation of larger defense orders, 
now expects sales will rise seven per cent 
above 1960 rather than decline four per 
cent as indicated last fall. The chemical 
process industries, chemicals, paper and 
pulp, rubber, stone, clay and glass, as well 


as the food and beverage industries now 
expect unit sales will be slightly higher 
this year than they expected last fall. 

On the other hand the steel industry, 
which expected sales to increase two per 
cent this year, now anticipates sales will 
be off by one per cent. And the auto in- 
dustry, which last fall expected to do as 
well this year as last, now foresees a seven 
per cent decline. 

Why are companies continuing to ex- 
pand capacity despite a relatively small 
average increase in sales? The answer is 
that over the long run (1961-1964) com- 
panies expect to do much better than this 
year. On the average manufacturers antici- 
pate sales will increase 20 per cent be- 
tween 1961 and 1964. 

Nonferrous metals, machinery, autos, 
fabricated metals, chemicals and _ stone, 
clay and glass all expect to exceed the 
20 per cent manufacturing average. No 
industry expects a sales gain of less than 
11 per cent except the transportation 
equipment industry, whose sales depend 
more importantly on defense contracts 
rather than on the general business out- 
look. 

It is significant that every industry ex- 
cept transportation equipment anticipates 
greater sales growth over the period 1961- 
1964 than expansion of capacity. For 
manufacturing as a whole the expected 
rise in sales during this period is exactly 
double the planned capacity increase. If 
realized, this would bring operating rates 
close to preferred levels and, in some in- 
dustries, a need for new expansion pro- 
grams. 


DEPRECIATION AND CASH FLOW 


American business appears to be in a 
strong financial position to’ support its 
capital spending plans. Business as a 
whole expects its depreciation allowances 
to increase eight per cent this year. (Es- 
timates in this survey are based on depre- 
ciation deductions for tax purposes. Some 
companies record depreciation differently 
on their own books.) 

In past surveys nearly half the report- 
ing companies indicated they would in- 
crease plant and equipment expenditures 
if depreciation allowances were increased, 
so any governmental liberalization of de- 
preciation regulations would strengthen 
firms’ financial positions to carry out in- 
vestment plans. 

For the first time companies were also 
asked how much they anticipate their 
cash flow—depreciation plus retained 
earnings—will increase. Businessmen as a 
whole expect cash flow to go up nine per 
cent this year. Manufacturers anticipate 
an eight per cent increase. These figures 
suggest that this year’s net profits after 
taxes will be higher than last year, since 


(Continued on page 404) 
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(Continued from page 403) 


cash flow is up more than depreciation. 
As might be expected, the industries 
which expect sales to rise at least three per 
cent or more (the average for manufactur- 
ing is three per cent) also expect their cash 
flow to increase more than the eight per 
cent manufacturing average. These indus- 
tries include machinery, electrical ma- 
chinery, transportation equipment, fabri- 
cated metals and instruments. 
Anticipating a decline in sales and 
profits this year, both the steel industry 
and the auto industry foresee a drop in 
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cash flow of seven per cent and five per 
cent respectively. And in nonmanufactur- 
ing, both railroads and the mining indus- 
try expect a lower level of cash flow this 
year. 


RESEARCH AND NEW PRODUCTS 


The increasing pressure to modernize, 
to cut costs and to bring out new products 
could boost plant and equipment expendi- 
tures in the years 1962-1964. New prod- 
ucts are a powerful competitive tool for 
enticing new consumers and capturing a 
bigger market. 

Industry continues to intensify its re- 
search and development programs. Re- 
search and development performed by 
industry will amount to $10.5 billion this 
year, an increase of seven per cent. Indus- 
try already has plans to push this level of 
research spending to $11.7 billion by 
1964—a preliminary figure which could 
be increased by pressure to develop new 


| products, to install new low-cost proc- 


esses, and to improve the competitive 
quality of present products. 

New products are, in fact, the impetus 
behind industry's plans for higher sales. 
In manufacturing, companies now indi- 
cated that 14 per cent of their 1964 sales 


| will be in new products—either products 


not made in 1960 or products sufficiently 
changed to be considered new. This is the 
biggest percentage of new products re- 
corded in any past survey report. 

The transportation equipment industry, 
largely aircraft, expects the largest single 
increase (27 per cent) of its 1964 sales 
to be in new products. But also signifi- 
cantly above the 14 per cent average are 
machinery companies (22 per cent of 
1964 sales in new products), chemicals 
(20 per cent) and electrical machinery 
(16 per cent). 

For the first time companies were asked 
how well their new products anticipations 
had turned out—how much of their 1960 
sales were in new products, items not 
produced in 1956. Manufacturing as a 
whole indicated that 10 per cent of its 
1960 sales were in new products—ex- 


actly the amount they had anticipated 
four years ago. Obviously, plans for new 
products are just as carefully thought out 
as additions to capacity or other aspects of 
investment programs. Every industry came 
within five points of what it had expected 
and several industries hit it right on the nose. 


SPENDING FOR RESEARCH 


To augment their research effort, manu- 
facturing industries are spending $653 
million, or nearly five per cent of total 
capital investment, this year for research 
facilities. The chemical industry con- 
tinues to be the largest spender on te- 
search facilities—$123 million, followed 
closely by the transportation equipment 
industry —$92 million. 

If these outlays for research facilities 
were added to manufacturer's research 
expenditures, it would bring their total 
research effort in 1961 to over $10.5 
billion. 

Companies were also asked what pro- 
portion of their research and development 
programs (including investment in re- 
search facilities) were for commercial 
products as opposed to military products. 
For manufacturing as a whole 57 per cent 
of 1960's research effort was devoted to 
commercial products. But in the food, 
paper and fabricated metals industries it 
was 100 per cent. Only the aircraft in- 
dustry devotes the bulk of its research 
effort (91 per cent) to the development 
of military products. 

The full result of this huge research 
and development program will not be 
evident immediately. More than half the 
cooperating manufacturing companies (55 
per cent) indicate they expect their re- 
search and development programs to pay 
off in three years or less. But for some 
firms the pay-off period is much longer; 
34 per cent said that it takes four to five 
years and 11 per cent indicated it took 
six years or more. A long pay-off period 
is particularly evident in the petroleum 
industry—50 per cent of the companies 
answering stated they did not expect their 
R & D to pay off for six years or more. 


The Cost of Doing Business—and Recording That You Did 


Every kind of office expense looms 
larger these days, and records-keeping is 
no exception. In fact, not only does it 
cost more to maintain files, it also costs 
more to get rid of them. 

Nonetheless, to judge from the find- 
ings of a recent National Office Man- 
agement Association survey, more com- 
panies than ever before are at least 
studying the expense category of rec- 
ords-keeping and are trying to figure 
out ways to hold it down to a minimum. 

Of 1,300 companies in the United 
States and Canada which responded to 
the survey, fully 90 per cent reported 
some kind of records-control program, 
whether formal or otherwise. More 
than half had conducted a full or a par- 


tial records analysis within the recent 
past. Thirty-two per cent even had a 
records-control operating manual, and 
only slightly fewer provided a training 
program for all records-handling per- 
sonnel. 

Another fact brought out in the sur- 
vey was the protection given by most of 
the companies to those records which 
they considered to be vital. With sprin- 
kling systems, underground vaults, shel- 
ters, and guards, 70 per cent of the re- 
sponding companies felt that their vital 
records were sufficiently protected 
against disaster to permit quick resump- 
tion of office operations, as against only 
20 per cent who lacked this confidence 
in their system of records protection. 
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CIA > NEWS 








Presidents of the 
CIA Controls 


1961-1962 


SECTION II* 


J. EDWIN MATZ 


John Hancock 


Mutual 


Life Insurance Co. 


Boston 





DANIEL W. P 





OTTER 


Reeves Instrument 
Corporation 


Long Island 





J. H. ARMSTRONG 
Virginia Transit Company 


Richmond 





WILLIAM W. STEPHEN, JR. 
Vitro Chemical Company 


Chattanooga 


GENE R. GLOTZBACH 
Hohenberg Bros. Company 


Memphis 





J. LESLIE HARPER 
Eastman Kodak Company 


Rochester 


JAMES J. TREANOR 
Huyck Felt Co. Div. 
Huyck Corporation 


Albany 





H. STEWARD CONKLIN, JR. 


Burdine’s, Inc. 


Florida 





HORACE H. FERRIN 
Oklahoma Gas & Electric 


Co. 
Oklahoma 





R. R. GOEWEY 
The Porter-Cable Machine 
Co. 


Syracuse 





GEORGE WILLIAMSON 
H. W. Lay & Company, Inc. 


Atlanta 


JOHN G. SHEPPARD 
Dominion Foundries and 


Steel Limited 


Hamilton 





R. B. GOOKIN 


H. J. Heinz Company 


Pittsburgh 


STANLEY E. FORD 
Coated Fabrics Div. 
Interchemical Corp. 


Toledo 


M. H. OSBURN 
The Ingalls Iron 
Works Company 


Birmingham 


lowa 


Co., Inc. 


Puerto Rico 


A. G. RANKIN 
British Columbia Forest 
Products Ltd. 


Vancouver 


* SECTION | comprising 18 Controls appeared in the July issue of THE CONTROLLER on page 349 


SECTION III comprising the remaining 18 Controls will be published in the September issue 
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DONALD W. BROWN 


lowa State University 





EDWIN H. BROWN 
Commonwealth Oil Refining 
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Solving the 
Small-Order Problem 


Mounting competition and rising costs 
in recent years have given companies 
strong incentives for reviewing their han- 
dling of small orders. Results of a study 
conducted among 254 companies by the 


National Industrial Conference Board 
show: 
Significant cost savings are often 


achieved when certain stages of the order- 
processing routine are simplified or com- 
pletely by-passed for small orders. Some 
firms find that to fill very small orders 
without charge is cheaper than to incur 
the expense of the paperwork that would 
otherwise be necessary. 

Many companies channel the small-or- 
der trade to distributors or jobbers. 

A large number of firms have estab- 
lished minimum order requirements. 

Price differentials are widely used as 
a means of correcting the small-order 
problem. Such price schedules are often 
designed to achieve one or more of the 
following objectives: To improve the 
profitability of small orders; discourage 
the customer from buying in small quan- 
tities; provide positive incentives for the 
customer to increase the size of his pur- 
chases. 


olen 


Programs aimed at reducing the num- 
ber of small orders is another approach 
used. The sales force may be required to 
educate the company’s customers as to the 
advantages of buying in larger volume. 
Often salesmen are expected to review 
each customer’s buying habits and to rec- 
ommend order quantities that are logical 
and economical for both buyer and seller. 


Depreciation over the Border 


The theory of reasonable depreciation 
rates to encourage modernization of plant 
and equipment and bring about more in- 
vestment capital has received a compre- 
hensive and highly successful test in Can- 
ada. Even though depreciation allowances 
have been steadily increasing there for the 
past decade, authorities have been able 
to reduce the corporate tax rate. From the 
time adjustment of depreciation began 
capital formation began to climb sharply, 
and a broader tax base with more tax rev- 
enue followed. 

Those who have studied the Canadian 
system recognize the impact of the depre- 
ciation deduction as the most powerful 
and significant factor in the tax and capi- 
tal growth situation in Canada. This na- 
tion, whose economy is roughly parallel 
to our own, revised its depreciation laws 


RE ACQUISITIONS & MERGERS 


Because of the importance of acquisitions in the plans 
for growth of many companies, the research study of Con- 
trollers Institute Research Foundation on acquisitions and 
mergers has been expanded from the original rather limited 
scope and will present broader questions of acquisitions 


and mergers. 


The study is now being completed by Arthur D. Little, 
Inc., Cambridge, Mass., whose wide experience in acquisi- 
tions and mergers will enhance the value of the study. 
G. Richard Young, in charge of the project for Arthur D. 
Little, Inc., in conferring recently with Harold A. Ketchum, 
assistant to the president of International Latex Corpora- 
tion, chairman of the Steering Committee of this project, 
and with W. Joseph Littlefield, research director of the 
Foundation, stated that work on the project is well under 
way. The Research Foundation will probably receive the 
manuscript about the end of this year, in which case it will 
be published some time in the summer of 1962. 


in 1946 and 1949. Their system calls for 
the grouping of all depreciable Property 
into 17 broad classes with depreciation 
rates assigned to each class. Rates are set 
high enough to encourage and stimulate 
expansion and replacement. As an exam- 
ple, all machine tools are grouped to- 
gether for tax purposes. This particular 
class is assigned a depreciation rate of 20 
per cent. Rates on machine tools in the 
United States are as low as three per cent, 


Top Payers, Top Earners 


A survey cited by the author of the 
recently published book Men, Money and 
Motivation* has shown that, among large 
companies in 13 industries, the com- 
panies which reported highest execu- 
tive compensation ‘doubled the aver- 
age profit gain and had more than ten 
times the profit increment of the poor- 
est-paying companies.” By industry 
class, the chemical, department store, 
automotive, steel, textile, and appliance 
companies showed up as the highest 
payers. The relatively low-paying cate- 
gory included banks, railroads, public 
utilities, and life insurance, air transport 
and meat companies. 

Moreover, it appeared that, within 
the group where over-all compensation 
was greatest, soundly administered 
bonus plans were a more frequent cor- 
relative of bigger profits than were high 
salaries. This was shown in another 
study of 100 bonus-paying companies 
and the same number of nonbonus-pay- 
ing companies. The second study re- 
vealed a ten-year profit increase of 104 
per cent for the bonus group and 52 
per cent for the nonbonus. 

The author of the book, Arch Patton, 
a director of McKinsey & Company, 
Inc., who directed the first organized 
study of executive rewards and com- 
pensation, found in his study that status, 
fear, “the instinct of workmanship,” 
and the approval of associates were 
among the primary motivations of ex- 
ecutives, but that, with respect to the 
last, “‘money is the generally recognized 
yardstick by which this approval is ex- 
pressed.” 

As competition stiffens, he reports an 
ever-increasing number of companies 
adopting more flexible types of giving 
and withholding their corporate “ap- 
proval.” More and more frequently, the 
payment of above-average compensation 
is being tied directly to the achievement 
of above-average results. The number of 
these executive-incentive plans has risen 
threefold since World War II, with ap- 
proximately 60 per cent of the com- 
panies listed on stock exchanges report- 
ing such a program. 


* McGraw-Hill Book Company, New York. 
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Thirsty Industry 

As the user of 45 per cent of this coun- 
try’s water, industry might add to its list 
of worries growing evidence that the 
United States may become the first major 
industrial nation to experience a serious 
water shortage. Or so says The Exchange, 
which cites a nationwide daily consump- 
tion rate of a quarter trillion gallons. 

With the prospect that this phenomenal 
consumption rate will double or even tri- 
Je in the coming decade, at least 25 ma- 
jor companies are engaged in the search 
for ways to make ocean or brackish water 
palatable, or to re-use available fresh wa- 
ter. Some see long-range profits in this 
work; others view it simply as a necessity 
for their survival. 

Distillation, filter or membrane systems, 


and freezing are some of the ways being | 


studied and tested to break down and sep- 
arate the salt from sea water. In the treat- 
ment for re-use of available fresh water, 
the Zimmerman method of subtracting 
sludge and sewage from contaminated wa- 
terways shows promise. 

Even the space age has a water prob- 
lem. In his adventures into space, man 
must either take with him a huge amount 
of water—highly improbable because of 
the weight factor—or must find a method 
of reclaiming a small, existing supply of 
water through repeat distillation. 


For Statistics Fans 

The growing demand for commercial 
bank services shows check volume up 400 
per cent; savings accounts up 33 per 
cent; commercial loans expanded 113 
per cent; consumer installment credit 
mushroomed 850 per cent; and bank em- 
ployment up 65 per cent. 

* 

According to the Secretary of the 
Treasury, Douglas Dillon, “our GNP for 
1960 was about $503 billion. But this 
yeat, during the first quarter, GNP 








dropped below $500 billion. Even with | 


the presently forecast total of around 


$530 billion in the fourth quarter, the | 


avetage for 1961 will not quite reach 
$515 billion—or an increase of only 


about two and one-fourth per cent over | 


1960. 

“But 1962 gives promise of being a 
year of accelerating growth. From some- 
thing like $540 billion in the first quarter, 
we can reasonably hope for an increase to 
about $570 billion by year end. This 
would give 1962 an annual level of some 
$555 billion, an increase of nearly eight 
per cent over 1961.” 

Economical 


LDilfy * 
Office Operation 


PLANNERS & DESIGNERS 


Phone or Write 





Expert Space 
Planning Means 
Efficient and 
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The Friden Model CTS Computyper® is a remarkable machine; 
it reads constant data from punched tape or cards, writes the 
data down on the invoice, automatically does all the arithmetic 
required to figure a bill. The operator does little more than fill 
in the date and the item quantities. 


For the average business, one girl and one machine can be the 
entire billing department. 


Important plus: The Computyper automatically produces a by- 
product punched paper tape summary of each invoice. This tape 
can be automatically converted into tab cards or fed directly into 
computers. (If you don’t use this type of data processing, simply 
run the by-product tape back through the Computyper and it 
will give you a typewritten billing summary. ) 


For complete information, contact your Friden Systems repre- 
sentative, or write: Friden, Inc., San Leandro, California. 


THIS IS PRACTIMATION: Automation so hand-in-hand with 
practicality, there can be no other word for it. 


SALES, SERVICE AND INSTRUCTION 


© 1960 FRIDEN, INC. 


THROUGHOUT THE U; S. AND WORLD 















TOP MEN... 

F. W. Ackerman has been elected chair- 
man and will continue as president and 
chief executive officer of the Greyhound 
Corporation, Chicago, Ill....M. K. 
Douglas has assumed the presidency of 
Amalgamated Electric Corporation Ltd., 
Toronto, Ontario, Canada... . Cole- 
man F. Hogan recently became president 
of Davidson Rubber Company, Dover, 
N.H. .. . M.C. Frailey has been named 
president of Western Greyhound Lines 
Division of the Greyhound Corporation, 
San Francisco, Calif. 





MR. ACKERMAN 





MR. ADKINS 


NEW CONNECTIONS ... 

Lisle W. Adkins has been elected to a 
newly created post of vice president- 
accounting and taxation of the Louisville 
& Nashville Railroad, Louisville, Ken- 
tucky. Mr. Adkins is a former director of 
Controllers Institute of America, past 
president of the Cincinnati Control, cur- 
rently a member of the advisory council, 
and a member of the advisory council on 
Federal Reports, a permanent advisory 
council to the United States Bureau of the 
Budget. . . . J. Arthur Burrows recently 


MR. FRAILEY 





MR. KOEHNER 


became controller of Barnes Engineering 
Company, Stamford, Conn... . Now 
vice president-finance of Knox Glass, 
Inc., New York, is Morris B. Chesney. 
. . . The election of J. Harold Erikson, 
Jr. as treasurer of American Molasses 
Company, New York, has been an- 
nounced. . . . Edward Garside recently 
joined Line and Cable Accessories Lim- 
ited, New Market, Ontario, Canada... . 
Charles F. Herrmeyer is accounting ad- 
viser of International Finance Corpora- 
tion, Washington, D. C. 


MR. CHESNEY 





MR. NEUSTADTER 


Frederick E. Koehner has been ap- 
pointed vice president and treasurer of 
Cinerama, Inc., New York. . . . The ap- 
pointment of Walter S. Neustadter as 
controller of the Office Machines Division 
of Sperry Rand Corporation, New York, 
was announced recently. . . . Henry T. 
Sjogren is director of communications of 
the Troy-Beaumont Company, New York. 
. . . The appointment of Robert D. Baty 
to the position of comptroller of Bell 
Savings and Loan Association, Chicago, 
Ill., was announced recently. 





MR. COGHILL 





PROMOTIONS .. . 
Harry D. Brenner, Jr. is treasurer of 
Bayuk Cigars Inc., Philadelphia, Pa. . . , 
Calvin E. Coghill was recently elected vice 
president-finance of Reynolds Metals Com- 
pany, Richmond, Va. . . . Frederick H, 
Falkiner has become secretary and treas- 
urer of Gilbert & Barker Manufacturing 
Co., Ltd., Toronto, Ontario, Canada. . . . 
A. D. Harder was elected senior vice pres- 
ident and treasurer of Southwestern Life 
Insurance Company, Dallas, Texas. 

The election of Daniel A. Porco, Jr. as 
vice president of Crucible Steel Company 
of America, Pittsburgh, Pa., took place re- 
cently. . . . James N. Sowers was elected 
assistant controller of American Airlines, 
Inc., New York. . . . Roy Willison is 
now vice president and general manager 
of National Malleable and Steel Castings 
Company, Cleveland, Ohio. 


COMPANY CHANGES .. . 

Robert K. Powell was elected secretary- 
treasurer and a director of Fairmont 
Aluminum Company, Fairmont, W. Va. 
Harley T. Pyles, who retired on July 1, 





MR. GARSIDE MR. PORCO 


MR. FALKINER 


was treasurer. . . . Thomas F. Owens has 
been appointed treasurer of National 
Lead Company, New York, succeeding 
Joseph J. Morsman, Jr. who retired. . . . 
R. K. Pfister is the new treasurer of Sterling 
Drug Inc., New York, succeeding John E. 
Mulhern who will retire. 


ADDITIONAL DUTIES .. . 

Chester C. Behrens is now vice presi- 
dent and comptroller of Ohio Bell Tele- 
phone Company, Cleveland, Ohio... « 
Walter H. Buckhout recently became treas- 
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MR. TAPPENDORF 


urer and chief financial officer of the 
Joseph Dixon Crucible Company, Jersey 
City, N. J. . . . Raymond F. Koch was 
elected vice president and secretary of 
Comptometer Corporation, Chicago, III. 
_. . Thomas F. Noonan is vice president 
and comptroller of Chicago Pneumatic 
Tool Company, New York... . A. L. 
Stott has been elected vice president and 
comptroller of the American Telephone 
& Telegraph Co., New York. . . . Rob- 
ert H. Tappendorf was recently appointed 
vice president and treasurer of Enterprise 
Paint Manufacturing Co., Chicago, III. 

American Brake Shoe Co., New York, 
announced the election of Raymond A. 
Frick and Victor L. Persbacker as vice 
presidents of the company and members 
of the management committee. Mr. Pers- 
backer continues as comptroller. 


NEW DIRECTORS... 

L. Keith Goodrich, executive vice presi- 
dent-finance and treasurer of McGraw- 
Hill Publishing Company, New York, 
was elected to his company’s board. . . . 
Daniel F. Crowley, controller, McGraw- 
Hill Publishing Company, was elected a 
director of Hastings Federal Savings and 
Loan Association. 


HONORS TO... 

William T. Rauch, vice president and 
comptroller, Southern Arizona Bank & 
Trust Company, Tucson, Ariz. who was 
elected president of the Arizona Con- 
ference of the NABAC. . . . Donald E. 
Bacon, division controller, R. R. Don- 
nelley and Sons Co., Chicago, III. who is 
president of the National Society for 
Business Budgeting. 


SPEAKERS ... 

Among those participating in the 1961 
Convention of the American Accounting 
Association at the University of Texas, 
Austin, Tex., August 28-30 are: Charles 
W. Bastable, Jr., professor, Columbia 
University, New York, who will preside 
at the opening session; G. L. Phillippe, 
comptroller, General Electric Company, 
New York, who will speak on “Business 
Information Systems” ; among panel mem- 
bers at various round table sessions will 
be: Professor William J. Vatter, Univer- 
sity of California, Berkeley, Calif., Pro- 
fessor Paul E. Fertig, the Ohio State Uni- 
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MR. PERSBACKER 


MR. RAUCH 


versity, Columbus, Ohio, Wayne E. 
Shroyer, Department of Accounting, Uni- 
versity of Denver, Colo. 


EXTRACURRICULAR ACTIVITIES .. . 

Participants at the National Associa- 
tion of Accountants Conference held 
June 18-21 at the Waldorf Astoria Ho- 
tel, New York, were: J. Curran Free- 
man, director of Corporate Planning, J. I. 
Case Company, Racine, Wis.; John Mc- 
Cambridge, vice president-finance, Amer- 
ican Can Company, New York; and 
James P. McKenna, controller, Hoffmann- 
LaRoche Inc., Nutley, N. J., who dis- 
cussed “Direct Costing.’’ M. R. Odermatt, 
controller, BGS Shoe Corporation, Man- 
chester, N. H., chaired the session on 
“Why Measure Return on Capital ?” John 
V. James, controller, Dresser Industries, 
Inc., Dallas, Texas, spoke on ‘‘Manage- 
ment Planning of Capital Allocation to 
Business Activities.’ The moderator for 
the session of “Management of Inven- 
tories’ was T. D. Lyons, comptroller, Allis- 
Chalmers Manufacturing Company, Mil- 
waukee, Wis. Other speakers and their 
subjects were: Dermott Noonan, treasurer, 
Federal Paper Board Company, Inc., Bo- 
gota, N. J., “Management of Cash and 
Cash Items’; William W. Wright, vice 
president-finance and controller, Beckman 
Instruments, Inc., Fullerton, Calif., ‘“Man- 
agement of Long-Term Capital Expendi- 
ture’; W. J. Arnold, vice president and 
comptroller, the Pure Oil Company, Pala- 
tine, Ill., “Profit Improvement Through 
Cost Reduction”; and §. K. Atkinson, 
head of accounting department, Temple 
University, Philadelphia, Pa., who mod- 
erated the discussion on “Clerical Cost 
Reduction.” 





ASSISTANT CONTROLLER 


Outstanding personal opportunity for re- 
cent CPA with national company located 
in New England. We have over 2000 
employes and assets exceed $200 million. 
Full controllership expected within three 
to five years. MBA helpful. Starting sal- 
ary between $10,000 and $12,000 plus 
full benefit program. Moving expenses 
paid. Please forward resume to Box D 
2520. 
THE CONTROLLER 

TWO PARK AVE., NEW YORK 16, N. Y. 
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tax executives 


BNA’s 


MANAGEMENT 


Portfolios 


Topic-by-topic treatment of 
corporate tax problems in 


over 40 separate Portfolios 

¢ Exhaustive Analyses 

* Complete Worksheets 

¢ Full Bibliography 
(including references 


to conventional 
tax services) 








Just Released 
Tax Treaties— 
Industrial and 

Commercial Profits 











For descriptive circular 
and subscription 
information on all Tax 
Management Portfolios, 
write: 


THE BureAu OF 


NATIONAL AFFAIRS, INC. 


{ Dept. 555 
lan 1231 24th St., N.W. 
BNA __ Washington 7, D. C. 









A Practical 
Approach to 
Controllership 
Education 


SOME TIME AGO controllers in the Chi- 
cago area became concerned about the 
postgraduate educational opportunities 
available to accountants employed in 
private industry. 

A review of courses offered at several 
universities indicated that for the most 
part courses such as “The Work of the 
Controller” were given on either a 
graduate or an undergraduate level to 
students who had little or no practical 
accounting experience. Many of the stu- 
dents who enrolled for these courses 
did so because of the academic credits 
involved or because the courses hap- 
pened to fit into their time schedules 


CONTROLLERSHIP é¢ action | 


conveniently. In some instances students 
primarily interested in gther fields en- 
rolled because they felt that it would be 
appropriate to have a nodding acquaint- 
ance with the scope of controllership 
activities. 

Unfortunately the completion of such 
university courses usually signifies the 
end of the educational trail. Any sub- 
sequent education which takes place in 
the career of a practicing accountant 
who aspires to controllership is appar- 
ently being acquired on a “closed” basis 
within the scope of the many and varied 
training programs of particular com- 
panies. Often such training is limited 
to company policies, practices, and pro- 
cedures; it frequently lacks depth and 
breadth; and it usually produces an in- 
bred variety of candidate for the posi- 
tion of controller. 

In order to meet the need for con- 
tinuing education with a built-in prac- 
tical approach, the Chicago Control of 
Controllers Institute, in cooperation 


with faculty representatives of local 
universities, studied the problem and 
came up with the idea of sponsoring a 





At an educational meeting and panel discussion held by the 
Cincinnati Control of Controllers Institute of America, on March 
16 at the University of Cincinnati, Edward M. Wessendarp, vice 
president of the Control, presented awards to three outstanding 
students from three local universities, each student selected by a 
committee of the faculty of his school. The Control also presented 
a plaque to each university upon which the names of future out- 


standing students will be engraved. 





BELOW 


Timothy P. Hartman 

(on left) and 

Professor George C. Selzer 
of Xavier University 





LEFT 


Dr. C. R. Niswonger 
(on left) and 

Albin E. Ulle 

of Miami 

University 





ABOVE 


Professor 

Walter A. Baude 
(on left) and 
Joseph A. Robinson 
of the University 

of Cincinnati 





Seminar in Controllership to be ad. 
ministered by one of the universities on 
a professional level. The idea became a 
reality after preliminary details had 
been worked out by Dean Hart of De 
Paul University and Peter Lauer of the 
Chicago Control. 

The primary objective of the pro. 
gram finally adopted was to establish a 
course of study which would appeal to, 
and be restricted to, participants with 
controllership potential who were pres. 
ently employed as accountants in a su. 
pervisory, administrative, or staff ca. 
pacity in industry. Registration would 
be confined to applicants with similar 
backgrounds who had attained some de. 
gree of organization status and who had 
acquired sufficient experience to enable 
them to make a contribution to one an- 
other’s education. Exchange of ideas 
and information among such partici- 
pants would consequently be of maxi- 
mum benefit and would justify the time 
and effort devoted to such a project. 

Another important objective was the 
blending of the theoretical with the 
practical. New accounting theories and 
interpretations available to university 
faculties could be screened against the 
practical experience of the participants 
and thus serve to widen the horizons of 
all who took part in the discussions. At 
the same time students would be en- 
couraged to consider improvements and 
new ideas within their own companies. 


GETTING OFF THE GROUND 


In August 1960 a circular letter was 
sent to all members of the Chicago 
Control announcing the initial course to 
be given at De Paul University and in- 
viting them to submit the names of 
qualified candidates employed by their 
companies. The program was also an- 
nounced and described at the next 
monthly meeting of the Control. 

Registration was limited to 25 per- 
sons and all applications were carefully 
screened by the Committee on Educa- 
tion of the Control to insure homo- 
geneity of the group finally selected. 

By September 21, 23 applications had 
been accepted. The program began at 
De Paul University under the guidance 
and leadership of Dr. Ernest Wein- 
wurm, Professor of Accounting. The 
University provided a round-table type 
of meeting room which lent an atmos- 
phere of informality to the discussions. 
The students were welcomed by the 
dean of the University’s College of 
Commerce, the president of the Chicago 
Control, and a member of the Education 
Committee. At each subsequent session 
a member of Controllers Institute was 
invited to attend and participate in the 
discussion. 
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CONDUCT OF THE COURSE 


The course was entitled “Seminar in 
Controllership” and scheduled for 17 
weeks, one night per week, two and 
one-half hours per night. No academic 
credit was given but certificates of com- 

letion were awarded. 

A principal objective in the conduct 
of the course was avoidance of the usual 
formal type of classroom lecture in pre- 
senting the subject matter. The course 
was run by the students themselves with 
the professor acting as moderator and 
discussion leader rather than lecturer. 

All participants were divided into 
four groups, each with a group chair- 
man, having responsibility for present- 
ing the particular subject of a predeter- 
mined agenda for a period of four 
weeks. The various topics were selected 
in advance by the entire class and the 
first part of each session was devoted 
to an open discussion. The remainder 
of the session was then spent on a pre- 
selected case study related to the topic 
of the evening and previously assigned 
as outside reading. Minutes of each ses- 
sion were written up by the group 
chairman and distributed to all partici- 
pants at the following meeting. 


COURSE CONTENT 

Subjects selected for discussion by the 
participants were: 

Functions of the Controller 

Organization of the Controller's De- 
partment 

Inventory Valuation 

Depreciation 

Variable Budgets 

Direct Costing 

Operations Research 

Reports to Management 

Differential Costing 

Return on Investment 

Computers and Accounting Systems 

Product Pricing 

Centralized and Decentralized Ac- 
counting 

Capital Budgeting 

Insurance 


Particular attention was paid to re- 
cent developments in each field and 
participants were urged to contribute 
from their own experience. 

This experience was fairly well dis- 
tributed, as evidenced by the occupa- 
tions of the students—controller, as- 
sistant controller, tax manager, budget 
accountant, corporate accountant, ad- 
ministrative assistant to the controller, 
internal auditor, and general account- 
Ing supervisor. 

Textbook material consisted of cases 
prepared by the Harvard School of 
Business Administration and published 
in Management Accounting by Robert 
Anthony. Outside reading in Manage- 
ment Economics by Spencer and Siegel- 
man was recommended as background 
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material, and additional readings per- 
taining to each of the topics on the 
agenda were suggested. 

Questionnaires were circulated at the 
conclusion of the course; one among 
the participants and one to the control- 
lers who attended the classes. 


APPRAISAL OF THE COURSE 

On the plus side, the course was 
rated from good to excellent. Informal- 
ity and full participation were among 
the favorable comments made by both 
groups. In general, student replies indi- 
cated that their group approved of the 
class organization, the subjects dis- 
cussed, texts used, cases studied, and 
objectives achieved. An interesting de- 
velopment in this connection was the 
formation of an alumni group by the 
students for the purpose of holding 
periodic get-togethers in the fall to dis- 
cuss topics of current interest. 

On the negative side, the respondents 
stated that overparticipation by the pro- 
fessor, underparticipation by the at- 
tending controllers, and occasional di- 
gression were areas which could have 
been improved upon. 

x * * 

There was no question about the need 
for this type of course. In accordance 
with the original concept of rotating 
the course among the local universities, 
arrangements are currently under way 
for the sponsoring of a repeat perform- 
ance at Loyola University in the fall of 
1961. 

Based on the replies to the question- 
naires, several improvements have been 
suggested in the organization and con- 
duct of the next course. The most sig- 
nificant proposal was that a specific 
time period in each session be allotted 
to a visiting controller who would come 
prepared to discuss his own views and 
experience on the subject selected for 
the particular session and who would 
then lead the group in an exchange of 
ideas. Another suggestion was that part 
of each meeting be led by one of the 
students who would act as chairman. 
This division-of-time arrangement would 
overcome any problems of over- or un- 
derparticipation. 

Still another suggestion, already 
adopted for the next course, was that 
the class be formed prior to the first 
regular meeting so that a fast start 
could be made and the group convene 
without any time loss due to organiza- 
tional delays. 

As an experiment in practical con- 
trollership education, the course accom- 
plished its objective and the Education 
Committee of the Chicago Control rec- 
ommends the sponsorship of this type 
of program to other Controls as a worth- 
while contribution toward furthering 
the educational aims of Controllers In- 
stitute. 
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BALLALALAALLALLALLLLLLLALLALAADG/ 


WANT HELP? Swamped by all the mate- 
rial on electronics? Can't find informa- 
tion on specific applications of electron- 
ics? Want to know experiences of 
companies converting to electronics? 
If your answer to any of these questions 
is affirmative, the list of reports on 
ELECTRONICS IN BUSINESS may 
help you. Send your request to 


CONTROLLERS INSTITUTE 
RESEARCH FOUNDATION 
Two Park Ave., New York 16, N. Y. 


+ OPPORTUNITIES*+ 


EMPLOYMENT SERVICES ° 


RATES: $5.00 per inch or fraction thereof each | 
insertion. 50¢ each additional line. Payable in | 
advance. Allow approximately 40 words to the | 
1 column-wide inch including 2 words for box | 


number. Closing date 10th of preceding month. 


Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 





SITUATIONS WANTED 





CONTROLLER-TREASURER 


Assistant controller of old, growing $200 million | 
manufacturer is seeking top responsibility in | 
finance and/or accounting with medium-sized | 


company. Experienced administrator for all 
office functions, EDP, acquisitions, planning. 


Member CIA. Age 44. Resume on request. Box | 
| can Accounting Association have been 


2516. 
CONTROLLER-TREASURER 


At present assistant treasurer of medium-sized 


company. Net sales $15,000,000 annually. Pres- | 


ent and past experience in continuous process 
operation and electronic and research field. 
Broad experience in budgets, cost and financial 
aspects of company. Prefer medium-sized com- 


pany. Age 38. Willing to relocate. Box 2517. | 


CONTROLLER-TREASURER 


Manufacturing corporation extensive 


ently in above capacity. Will be available in 


30 days, due to merger. Age 45, married, one | 
son, salary not in excess of $11,000. Box 2518. | 


CONTROLLER-TREASURER 


M.B.A., with eighteen years’ highly diversi- | 
fied experience all phases multiplant, multi- | 
corporate accounting, controllership and finance | 


in chemical industry. Aggressive administrator 


seeking new challenge with organization de- | 
siring to benefit from a vigorous project im- | 
provement program. Member CIA. Box 2519. | 


CONTROLLER-TREASURER 


Exceptional experience with 18 years in di- | 


versified and progressively responsible posi- 
tions in multiplant operations and corporate 
staff. Includes all phases of accounting, budg- 
ets, management reports, office personnel, in- 
surance and systems management, as well as 
treasury functions. Will relocate. Resume on 
request. Box 2521. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 
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How Worthwhile Are Suggestion Programs? 


If your idea is that a $5.00 or $10.00 
award will flush out a cost-saving sys- 
tem, raise your sights for it is reported 
that Ford Motor Co. recently lifted its 
suggestion award maximum from $3,000 
to $6,000; Remington Rand division of 
Sperry Rand Corp. advanced its maxi- 
mum from $1,500 to $5,000. It’s big 
business now! 

Where suggestion boxes were for- 
merly used to better employe relations, 
the picture now is that they are a means 
for constructive new ideas to overcome 
the profit squeeze, to aid production, 
and to better the quality of products 
and services. 

Ford Motor Co. paid $824,430 for 
10,569 employe suggestions during 1960. 
Total awards since the suggestion plan 
started in 1947 are $7,674,026. 

General Motors Corp. this year ex- 
pects to pay between $4.5 million and 
$5 million for employe ideas. It antici- 
pates receiving more than 400,000 sug- 
gestions, of which over 100,000 prob- 


| ably will be used. 


Allis Chalmers Manufacturing Co, 
awards 25 per cent of the net savings 
from the idea in the first year of use, 
and extends the program beyond factory 
workers to employes on layoff, leaves of 


absence or retired. The sales and office 
personnel are also eligible to submit 
ideas for awards. 

The real jack-pot ideas, for the man 
who submits and the company, run into 
a record amount like the $32,000 U, §, 
Steel split with two workers for 4 
method of salvaging iron from molten 
slag. 

A suggestion award of $56,031—be. 
lieved to be the largest ever made through 
any employe suggestion program—was 
presented by International Business Ma- 
chines Corporation to two employes of its 
manufacturing plant. A departmental 
technician and a production technician 
shared equally the record-setting award 
for their idea which resulted in eliminat. 
ing 14 printed circuit cards from a mag. 
netic tape unit produced by IBM. The 
cards are used to package solid state tran- 
sistors and other computer components. In 
1960 IBM awarded more than $719,000 
for employe suggestions and more than 
$5.5 million in the last decade to stimu- 
late creative thinking among its employes. 

The usual average reward is under 
$100. Using an idea submitted returns 
varying amounts to companies—$2.00, 
$3.00, $4.00 for each dollar given. 


Tax Accou nti ng (Continued from page 387) 


Both the American Institute of Cer- 
tified Public Accountants and the Ameri- 


working on terminology which would 
eliminate much of the confusion with re- 
spect to the word “‘reserve.”” For example, 
the Committee on Terminology of the 
AICPA in its ‘Accounting Terminology 
Bulletin No. 1” indicates that the term 
should not be used to describe in the 
balance sheet deductions from assets or 


. | provisions for estimated liabilities. It 
experi- | 
ence, also public accounting and systems, pres- | 


should be used only to indicate that an 
undivided portion of the assets is being 
held or retained for general or specific 
purposes, such as appropriations of re- 
tained income or surplus reserves. In- 
stead, terms such as “accrued deprecia- 
tion” and “estimated liabilities” should 
be used in other sections of the balance 
sheet. 

It should be borne in mind that ac- 
counting is not an exact science and that 
frequently the amounts of liabilities can- 
not be computed exactly. It then becomes 
necessary to determine such amounts as 
nearly as possible, using all the facts and 
other data available. Accordingly, the 
amounts may be called estimates and fre- 
quently this causes accountants to term 
the items reserves or provisions; for ex- 
ample, reserves for taxes or provisions 
for vacation pay. 

As a practical matter, there is often 
no difference in substance between, say, 
a reserve for vacation pay and accrued 


vacation pay. Yet the former may be dis- 
allowed as a deduction, the latter allowed. 
It is comparable to calling a “plan” a 
“scheme.” The former word is mentioned 
in the statutes and, therefore, has uni- 
versal acceptance; the latter immediately 
causes suspicion even though the word 
may have been used to mean a “‘plan.” 


CONCLUSION 


Tax accounting can be reconciled with 
accepted accounting principles if (1) 
Congress can be persuaded to re-enact 
the provisions of sections 452 and 462 of 
the Internal Revenue Code of 1954 (lim- 
iting the application of section 462 to 
reserves for estimated expenses which are 
ordinary and necessary), (2) the Treas- 
ury Department will direct the Internal 
Revenue Service to determine taxable in- 
come fairly and reasonably under the 
provisions of the Code and Regulations, 
and (3) the Internal Revenue Service will 
adopt such an approach and cooperate 
with accountants generally to eliminate 
technical differences caused by a failure 
to recognize established business practices. 

There is no valid argument for timing 
income or deductions in such a mannef 
as to produce more revenue for a current 
year when everyone agrees that all the” 
net income will be taxed more equitably 
over a period of years through pers 
matching of income and related deduc 
tions. 
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